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N any discussion of the McFadden Bill, 


interest focuses on its branch banking 

features. They are its most contro- 

versial sections and therefore are more 
spectacular than the sections which modern- 
ize and clarify the law controlling national 
banks alone, important though they may be. 
That law, since its enactment in 1863 and 
amendment in 1865 has endured with but 
little change.. The Federal Reserve Act of 
1913 was imposed upon the national bank 
structure but did not modify its basic prin- 
ciple to any material degree. Its effect was 
evolutionary rather than revolutionary. It 
maintained the unit character of national 
banks by evolving their cooperation and 
avoided revolutionizing their fundamental 
structure by permitting that structure to be 
destroyed as would be the case were na- 
tional banks consolidated under branch 
banking. Branch banking, on the other 
hand, after a thorough investigation of all 
the principal banking systems of the world 
by the Monetary Commission, was deemed 
unfitted to American conditions. 


Backbone of Banking 


INCE 1865 and in spite of its immobile 

character, national banking both in law 
and supervision has been the backbone of 
American banking, the model and standard 
which states have followed in establishing 
their own banking laws. Under the provisions 
of that law, a peculiarly American institution 
has been developed, an institution which re- 
flects one of the most dominant American 
characteristics, individualism. American in- 


NOTWITHSTANDING 
all that has gone before 
it, in the years of debate, 
the accompanying discus- 
sion of branch. banking by 
Howard Whipple of Tur- 


lock, Calif., is practically 
a new presentation of the 
subject and one that is well 
worth the attention of every 
banker, for it is a decided 
contribution toward the 
clarification of an involved 
subject. Mr. Whipple’s 
analysis of branch banking 
and the reasons for the 
great extension of that sys- 
tem in his home state are of 
special interest. 


dividualism in banking as expressed by the 
institution of unit banking means that the door 
of opportunity for those who are rightfully 
entitled to engage in the enterprise of bank- 
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Reasons for Great 
Golden State’s 


New Oil Pools and Advertising. 


ing is wider than for the people of any other 
country. Thanks to unit banking, Ameri- 
cans may engage in banking without being 
obliged to surmount the almost insuperable 
restrictions of great wealth necessary to 
those who would engage in banking in coun- 
tries where branch banking is endemic, for 
branch banking lends itself to the formation 
of a capitalistic monopoly more easily than 
any other human agency. And thanks to 
our system of unit banking, the control of 
credit in America is centrifugal rather than 
centripetal, diffuse and democratic rather 
than close and monopolistic. Under Amer- 
ican state and national law, unit banking 
has been developed as in no other land. 
Under it, this country has been developed. 
Under it, self-reliance both of individuals 
and communities has been fostered; privi- 
lege of a special character in banking wheth- 
er to people or communities has been min- 
imized. 


Two Theories Are Consistent 


Sin maintain those characteristics, to pre- 
vent the destruction of a valuable and 
characteristically American institution which 
has by no means outlived its usefulness, the 
McFadden Bill was introduced. In_ its 
sections which relate to branch banking, it 
predicates the theory that the institution of 
unit banking is worth preserving and shall 
be preserved to American life. It also predi- 
cates the theory that intercommunity branch 
banking is not in harmony with the ideals 
of that life, that it will destroy unit banking 
and in turn the Federal Reserve System. 
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It does not say that branch banking as pres- 
ently practiced in some few sections of this 
country is evil. It says that it will not per- 
mit it to become evil. It says that American 
individualism in banking matters shall not 
be destroyed. It will not permit the erec- 
tion of a capitalistic monopoly in banking 
where the control of credit, whether hydra- 
headed or otherwise, is exercised under nar- 
row and selfish conditions. It expresses such 
theories in two sections. 


Provisions Not Inconsistent 


Eight permits city-wide branch 
banking to national banks in states which 
permit branch banking. Section Nine denies 
Federal Reserve membership to banks with 
branches outside the city of the parent in- 
stitution. One section, therefore, permits 
branch banking. The other restricts it. 
Are the two inconsistent? Not at all. City 
wide or intra-community branch banking 1s 
service of residents to residents. The vices 
of intercommunity branch banking such as 
distant and disinterested management, the 
monopolistic aggregation of credit into 
larger than necessary units, the destruction 
of the economic independence of communi- 
ties, of their local self-government in finan- 
cial matters, are not recognized in intra- 
community branch banking. Californians 
who believe in the superiority of unit bank- 
ing consider that type of branch banking to 
be inherently unit banking in character and 
service. They distinguish between such 
branches which are established for the geo- 
graphical convenience of bank customers 
and branches established in other cities where 
the question of geographical convenience 
does not enter. Instead, they believe that 
such extra-city or intercommunity branch 
offices are established more for the benefit 
of the managers and owners of such branch 
banking systems than for public convenience 
and advantage. 


Two Groups Opposing 
Section 9 


NACTMENT of Section 9, the section 

which restricts intercommunity branch 
banking is opposed by two groups both very 
limited in number as compared with those 
who favor it. One group is composed of 
those who believe in the theory of inter- 
community branch banking, who believe 
that as a system it is to be preferred to 
unit banking. The other group is almost 
entirely composed of the few individuals in 
California who are the directing heads of 
the large California branch banks. These 
gentlemen are not only active proselyters 
for the cause of intercommunity branch 
banking but in one degree or another are 
engaged in active campaigns of expansion. 
It is true that the enactment of the bill will 
give to some of these gentlemen and the 
institutions they. represent a preferential 
position. It does not oblige them to un- 
scramble. By consenting that such institu- 
tions shall retain their extra-city branches 
it tacitly establishes the theory that they 
shall not be penalized for their initiative- 
ness and forehandedness while others who 
have similar opportunities were apathetic. 
The bill, however, does not recognize any 
possible mutual jealousy and enmity between 
the heads of such branch banking systems 
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wherein they inveigh against the prohibition 
of further aggrandizement on the part of 
their particular institutions until their assets 
are as large as their rivals. It might just 
as plausibly be argued that there should be 
no legislation against monopolies until all 
monopolies had succeeded in attaining the 
same proportions, for fear that one might be 
left larger than the others. 

But in addition to California some sixteen 
other states permit branch banking in one 
form or another. Of the seventeen, but nine 
permit intercommunity branch banking as 
we understand it in California. It is per- 
tinent to inquire what degree of sympathy 
the proponents of branch banking in Cali- 
fornia will have in the other eight states. 
Very little if the failure to take advantage 
of their opportunity to expand is any cri- 
terion. These states are mostly located 
along the south Atlantic seaboard. There 
114 banks operate 319 branches. Only a 
negligible number are members of the Fed- 
eral Reserve System and are therefore not 
affected by the McFadden Bill. If we elim- 
inate two banks with about fifteen branches 
each, the largest in any of those states, we 
find that the number of branches per bank 
is only about two and a half. This does 
not constitute much of a branch bank move- 
ment. The branches are located in nearby 
communities whose citizens are within easy 
reach of the parent office. Furthermore, the 
directing heads of these banks are apparent- 
ly not imbued with an irresistible desire to 
gather unto themselves control of an octopus- 
like structure covering a wide area with the 
goal of big figures as the main point of 
interest. We do not find the character, the 
motives nor the field of the branch bank 
movement as we have witnessed it in Cali- 
fornia. There are apparently few bonds of 
sympathy between the branch bankers of 
other states and those of California. 


Reason for Branch Banking 
in California 


T is worth observing at this point the 
nature of the field in which these two 


different groups of bankers operate. It is 
possible that certain deductions may be made 
which will throw some light on the motives 
back of the rapid development of branch 
banking in California and the failure to 
take advantage of similar laws in the South 
Atlantic states. I think the causes lie in 
two accidents. 

One is that a certain fertility of soil fa- 
voring the growth of branch banking has 
existed in California, which fertility did not 
exist in the other states. I do not refer to 
its great geographical extent nor the variety 
of agricultural and other production the 
climate of California makes possible. I 
refer to the extraordinarily rapid increase 
in bank deposits in California during the 
years which have witnessed the rapid ex- 
pansion of intercommunity and other branch 
banking in that state. California has re- 
ceived in recent years one of the most re- 
markable migrations of capital and popula- 
tion that this country has ever witnessed. 
In addition to the tremendous amount of 
earned capital produced within her borders 
by her own people, California has received 
an unearned increment of liquid capital from 
other states whose amount cannot be cal- 
culated but whose enormousness is well rec- 
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ognized. Neither of such accretions has 
been the lot of the South Atlantic states 
whose laws permit intercommunity branch 
banking. The accretion in California has 
permitted and fostered a very remarkable 
rise of banking power in a short period o' 
time. Unit bankers have shared in that rise 
Their share, however, has not been as large 
as has been the share of the branch banker 
because unit banking in California is mostly 
commercial banking. Commercial banking 
derives its growth more from the process 
of extending credit than from the deposit 
of capital. The branch banks of California 
on the other hand are largely savings in- 
stitutions and it is in the form of savings 
bank deposits that most of California’s un- 
earned increment is found. With their many 
pipe lines both in their own cities and in 
other communities where they maintain 
branch offices the branch bankers of Cali- 
fornia have been able to draw to and in- 
corporate into the totals of their parent of- 
fices this surplus capital. No wonder their 
growth has been rapid. No wonder the 
fertility of the field has aroused ambitions 
to obtain the control and handling of that 
flood of money. And it is no wonder that 
branch banking has not expanded in the 
South Atlantic states for the lure of an 
exceptionally fertile field for expansion has 
not been present. 


Personal Rather Than 
Economic 


HE other factor of accident is the am- 

bition of men. The sight of so large 
an influx and growth of capital is enough 
to arouse the desires of many men to obtain 
for themselves as large a share of the con- 
trol of this wealth as they can. It is an 
instinctive trait in many men. Perhaps it 
is an accident that California has had an 
unusual proportion of such men. Be that 
as it may one man first saw the opportunity. 
In addition to his foresight he happened 
to be a man of remarkable organizing ability 
who erected in an incredibly short time a 
banking edifice of remarkable size through 
the medium of branch banking. Never in 
the history of the country was there such 
an opportunity for never before was liquid 
wealth so lavishly dumped into the banking 
offices of a state as had occurred in Cali- 
fornia. The history has been that one man 
first took advantage of it. Others marked 
time for a while watching the development 
of his idea. Then they began to imitate 
him, some frankly as willing appropriators 
of his idea, others ostensibly begrudgingly 
alleging the fact of their being forced into 
the movement in order to save what was 
already theirs. 

It is very patent then that the rise of 
branch banking in California was due to 
intensely personal rather than economic 
causes. It is the sophistry of those hard 
pressed for justifiable reasons to say that 
the movement was the result of and caused 
by economic need. The demands for credit 
and safe depositories for money were met 
in California satisfactorily long before the 
advent of intercommunity branch banking 
and they are being satisfactorily met in 
California today by the unit banks of that 
state. A proper demand for credit is satis- 
fied by unit banking just as surely as it is 

(Continued on page 660) 
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“She fell among high-pressure salesmen and, in an unguarded moment, affixed her signature to a contract” 


The Prey for Wildcat Promoters 
and Financial Highbinders 


By W. R. MOREHOUSE 


Vice-President, Security Trust & Savings Bank, Los Angeles 


Losses of Savings Through Crooked Promotion Schemes Are 
Astounding. Bankers Should Be More Definite in Warning 


Depositors Against Financial Fakes. 


Individual Cases Where 


Lifetime Accumulations Vanished. A Challenge to Bankers: 


LTHOUGH our bankers are doing 

a great work in teaching the value 

of thrift, still they have fallen 

short in one particular, for they 

have failed to help the saver at a point in 

his business experience when they should 

have been most helpful to him. Bankers 

are spending millions of dollars annually to 

encourage the opening of savings accounts, 

and the fact that over 43,000,000 people in 

the United States have savings accounts is 

conclusive evidence that they have been very 
successful. 

Why leave 43,000,000 savers at the mercy 
of sharp, glib-tongued, pirates of the invest- 
ment field? What would you think of a 
shepherd who, after watching over his sheep 
by day, deserted them at night, leaving the 
flock to the mercy of wolves? That is 
exactly what many banks are doing by with- 
holding from their customers a service of 
advice in the investment of savings. Why 
not take another forward step and help 
these savers to conserve that which they 
have saved? With only here and there an 
exception, our bankers are doing nothing to 


warn their depositors to beware of fake 
schemes and ill-advised promotions. 


The “Yes”? and “No” Variety 


N the few cases where depositors call for 

advice regarding contemplated investment, 
it is a common practice for banks to side- 
step a direct, open and aboveboard reply 
and to evade giving a clear-cut opinion as 
to the investment except, of course, when 
depositors ask concerning municipal or gov- 
ernment bonds. But in most cases where 
the investment has not already established 
a good record for safety and income, the 
banker’s answer is of a “yes and no” variety, 
with the result that the investor goes away 
and makes the investment. The truth is, 
the average banker needs a little more back- 
bone when his depositors’ savings are at 
stake. 

The surprising thing of all is, our bankers 
are so indifferent to this condition, when it 
is the high-pressure salesman who is con- 
stantly knocking the savings accounts by 
telling the depositor that he is foolish to 
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let a savings bank make big profits on his 
funds and then pay him only 3 or 4 per cent. 
It is time for our bankers to wake up and 
defend themselves against the attack of these 
pirates. 

It is only natural that a certain percentage 
of savings depositors will want to invest a 
portion of their savings at a higher rate of 
interest than is paid on savings accounts, 
and it is in order to take care of this class 
that I am urging our banks to provide an 
investment service. 

Perhaps if I relate some of the facts re- 
garding certain wildcat promotions, and give 
an insight into the activities of certain in- 
vestment sharks, it will quicken a relentless 
determination to provide bank depositors 
with this much needed service of advice in 
investment matters. 

As chairman of the board of directors of 
one of the most aggressive Better Business 
Bureaus in the United States, I have come 
in personal contact with many cases, some 
of them almost unbelievable because of the 
very crookedness of the schemes to defraud 
—schemes in which the investor’s chance of 
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getting his money back was not one in a 
thousand, and yet hundreds and thousands 
of our hard-working savers have been led 
to invest their savings in these promotions, 
only to lose them. 

In giving the high lights of certain cases 
I am not drawing on my imagination, nor 
am I relying on hearsay, but giving first- 
hand information. 


A Lifetime Saving Vanishes 


HIS is a typical case. A group of men 

undertook to promote ‘a vending or self- 
serving machine. Their plan called for the 
sale of $37,000,000 worth of leases in the 
United States. Similar projects previously 
started throughout the United States had 
failed. As a matter of fact, the average 
daily sale of one of these self-service ma- 
chines was only $3.10, which in itself made 
it impossible for a machine to produce suf- 
ficient revenue to make it a profitable in- 
vestment. Servicing the machines was an- 
other obstacle which had not been success 
fully overcome up to this time. In three 
months the promoters were successful in 
selling over $2,500,000 worth of rights or 
leases to use these self-serving machines. 

I know of one man who withdrew $40,000 
from a certain savings bank and invested it 
in this promotion. He told me it represent- 
ed the accumulations of a lifetime. “And 
now I have lost it all,” he said in trembling 
voice, “and I haven’t a cent left and I am 
past sixty vears of age.” “Too old to work,” 
he added. 

I was told by an investigator that of the 
more than $2,500,000 invested by savers, 
over $1,000,000 was taken by these wiley 
promoters as commission, which is 40 per 
cent of every dollar paid into the promotion. 
Think of making a commission of over 
$1,000,000 on $2,500,000 of sales, and making 
this fabulous sum in about three months’ 
time! Now think of what this more than 
$1,000,000 of commission represents—think 
of the struggles and the sacrifices of the 
men and women who sayed it! 

All that is left today of the original in- 
vestment is less than ten cents on every 
dollar. Gone forever, the money our sav- 
ings bankers helped to save, but did not 
help to keep. 


The Endless Chain 


ERE is an endless chain scheme which 

is reported to have relieved working 
girls of a portion of their savings. The loss 
ran into many thousands of dollars. 

The scheme is to sell silk hose to working 
girls by getting them to act as selling agents. 
A hosiery company rents offices in the down- 
town shopping district. Soon an attractive 
offer in silk hosiery is made through the 
local newspapers. By cleverly worded ad- 
vertisements it would appear that any young 
lady can secure five pairs of hose worth $2 
a pair for only $1. In other words, $10 
worth of silk for only $1. Without stop- 
ping to analyze the proposition, or to con- 
sider how impossible it is for any concern 
to stay in business and sell $10 worth of 
silk hose for $1, thousands of young women 
instantly fall for the scheme. 

Here is how it catches its victims. Each 
victim pays $4 and receives three $1 coupons 
which they must sell to their friends, and 


then their friends must come in and pay 
down $4 each, get three coupons each 
which they must sell to three friends and 
then these friends must perpetuate the 
scheme by selling coupons to their friends 
and so on indefinitely. 

Here is where the promoters make a 
clean-up. One of the conditions which must 
be met before the young woman who pur- 
chased the first coupons receives her $10 
worth of hose for $1 is that the three to 
whom she sold her three coupons must come 
in, pay down $4 each for three coupons and 
then go out and sell them. Before the three 
have done this one or perhaps all three get 
“cold feet” on the proposition and rather 
than go out and “soak” three of their friends 
$1 each they simply give up the job and 
charge their loss to experience. But in 
doing so they also block the girl who pur- 
chased the first coupons from completing 
her contract and of course she, too, not 
being able to complete her contract loses 
the money she invested in the scheme. 

At a glance, the loss appears to be small, 
hut the truth is, the scheme is capable of 
such great expansion that it soon takes in 
hundreds and thousands of victims. For ex- 
ample, it would be impossible to expand 
the scheme twenty-two times for that would 
he more than there are people in the world. 
Think of an endless chain scheme which 
expanded twenty-two times, or on the twen- 
ty-second transaction would sell millions of 
dollars worth of hose. This is but one of 
many endless chain schemes in use today 
in the United States. 


Oil Speculation Frauds 


OQ many millions of dollars have been 

lost in drilling for oil that the sum is 
staggering. A gold rush is not to be com- 
pared with a rush to a newly discovered oil 
field. Today the rush is for liquid or black 
gold. 

It does not make a great deal of difference 
where a bank is located, it is affected more 
or less by oil speculation. Into every nook 
and corner of the United States go the 
United States mails, and these mails carry 
in letter and in circular form high-powered 
sales talk of great riches to be made in 
drilling for oil and in oil leases. Carried 
away by rash promises of great riches, the 
depositors of our banks quietly withdraw 
funds from their accounts and send them 
on to wildcat speculators. Thus unnoticed 
by our bankers hundreds and thousands of 
dollars are drained out of banks, affecting 
every locality. As is nearly always the case, 
these savings are lost and, ashamed to tell 
you about his misfortune, the depositor 
grins and silently bears his loss. 

Oil stock, amounting to millions of dol- 
lars, has been sold to savings depositors and 
not one out of a hundred of these depositors 
has ever recovered the money he invested. 

This one is a typical case: A tract of 
land, just ordinary land, nothing about it 
to indicate there is oil beneath the surface. 
An oil rig, a few tools, half a dozen strings 
of pipe, are close at hand. A large show 
tent filled with chairs that will seat several 
hundred people is nearby. It is 10 a. m. 
The sun is shining brightly, and it is a 
glorious day. 

Presently several large buses 
loaded with people ranging in age 


draw up 
from 


fifty to eighty years. A corps of high- 
pressure salesmen rush out to greet the ar- 
rivals and to assure them that they are most 
welcome to what will be the next great oil 
city of America. The aged and feeble- 
minded are tenderly conducted to comfort- 
able chairs under the big tent. 

In plain view of those seated, as they peer 
out through the flap of the tent, stands 
majestically the oil rig, spattered with crude 
oil, and nearby is the big oil sump also filled 
with oil. Through an ingenious circulating 
system oil from the sump flows into the well 
and back into the sump through a pipe in 
full view. 


The Prayer for Oil 


RESENTLY the official lecturer calls 

the meeting to order. The first impres- 
sion he creates is that he is either a minister 
or at one time has studied for the ministry. 
Much to the surprise of those gathered, he 
opens the meeting with prayer for the suc- 
cess of the venture in oil. After prayer 
this sanctimonious gentleman tells his listen 
ers how he has invested all of his own 
earnings, and all of his children’s savings 
in the venture, so confident is he that it is 
to be an oil gusher and all are to be made 
rich. He charms his audience with his ora- 
tory. He impresses them with his honesty. 
He calls their attention to oil in plain view, 
intimating that it is from the well. 

While he is painting before them, figura- 
tively speaking, luxury, and finally old age 
comforts, if they invest in the “A-A” Oil 
Company, the foreman of the rig rushes in, 
his clothes spattered with crude oil. He is 
excited and almost out of breath as he 
reaches the sanctimonious lecturer. A few 
words are whispered. The lecturer’s face 
registers great delight at the news. He 
turns back to his audience, a smile of vic- 
tory on his face. The foreman rushes ex- 
citedly back to the derrick, wrench in hand. 

“We have drilled to the Bell sand,” the 
lecturer shouts, bringing cheers from every 
high-pressure salesman, to be followed by 
a chorus of voices from the surprised au- 
dience. “We can bring in a 5000-barrel well 
if we care to, but if we go deeper, to the 
Meyer sand, we can get a 12,000-barrel well,” 
he adds. “Go on deeper! Go on down!” 
shout the high-pressure salesmen almost in 
unison, to be followed by cheers from the 
listeners. 

The zero hour is at hand. The time has 
come for the high-pressure artists to sign 
up the listeners for units. The salesmen 
“hit while the iron is hot.” Nearly every 
listener is signed up for units. The few 
who hesitate are forgotten only momentari- 
ly, for the tables are brought in and the 
big free lunch made ready. As all sit-down 
at the tables at least one high-pressure sales- 
man is at every table. The work that has 
been cut out for him is to sign up the few 
who escaped the first “pulling of the net,” 
and you may take my word for it, few 
escape. 

One by one these old people, under the 
spell of being rushed into the deal, pay over 
their cash, sign notes or turn over good 
securities for units in the “A-A” Oil Com- 
pany. 

This little picture of an oil speculation 
may seem too crooked to be true, but it is 
a true story of how thousands of savings 
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depositors, all past the age of fifty, lost 
over half a million dollars. This little story 
is one of many hundreds that might be told, 
all of which have ended disastrously for 
millions of investors. 


The Land Swindlers 


OW about the land swindles? They are 

almost as common as sand on the sea- 
shore. Perhaps bankers have heard of the 
widow who was left alone in the world with 
but $6,000 to go on. How she was urged 
to take a free ride into the country to look 
over a new town site. Just a pleasure ride, 
she was told. No obligation on her part. 
She accepted the invitation, but with no in- 
tention of parting with her precious $6,000, 
but she fell among high-pressure salesmen 
and in an unguarded moment she affixed her 
signature to a contract to purchase a vacant 
business lot for $6,000 cash. This is ex- 
actly the amount of 
money she had inherited 
from her deceased hus- 
band. It was in a sav- 
ings bank. 


“Much to the surprise of those 

gathered, he opens the meeting 

with prayer for the success of the 
venture in oil” 


Thirty days after she drew her account 
for what she supposed was a business lot, 
she received a notice that her monthly in- 
stalment of $6,000 was due, being a $1,000 
payment on each of six $6,000 lots. Strange 
as it may seem, not until she received this 
notice had she read the contract she had 
signed. Instead of buying one $6,000 lot 


and paying for it, as she meant to do, she 
had signed a contract to buy six $6,000 busi- 
ness lots andthe $6,000 she drew from the 
bank had been applied as a first payment 
of $1,000 each on the six lots. 

Had she gone to her banker she would 
have saved herself the loss of her inherit- 
ance, but doubtless the reason why she had 
not consulted her bank about the investment 
of her $6,000 was because she was not aware 
that bankers render such a service. 


Devoured by Loan Sharks 


AD is the lot of the savings depositor 

who, after losing his savings through 
wildcat speculation, and driven to despera- 
tion for funds, finds it nec- 
essary to borrow money 
with which to meet an 
emergency such as sickness 
or unpaid rent. 


Here are the facts about two cases of 
the many with which I have come in contact. 

The principal characters in the first case 
are a man who needs to borrow $350 with 
which to place his wife in a hospital and 
thus save her life, and a loan shark or shy- 
lock, who demands every ounce of blood. 
In desperation the borrower applies to this 
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loan shark for a loan of $350. This is what 
it costs him: 

The amount is almost unbelievable, but 
I obtained the exact figures first hand, and 
I can vouch for their correctness. This 
man was obliged to give his note for $925 
for a loan of $350. 
The day he gave the 
note the lender sold it 
to an innocent holder 
and it became an ob- 
ligation binding upon 
the borrower. Think 
of paying $925 for a 
loan of $350! 


Here is another case. This time 
there is a woman in the case. A cer- 
tain woman needed $165 to meet a 
payment on her furniture or lose it. 

She turned to this same shylock 
for assistance and this is how he 
handled the case: 

He led the woman to expect that 
he would lend her the money but kept 
deferred making the loan from day 
to day. Finally, on the day she must 

make her payment or lose her furniture, 
he telephoned her to call. It was now too 
late for her to make any other arrange- 
ments for borrowing the funds. The shy- 
lock had planned it so that she would be 
at his mercy and would have to accept his 
terms. He charged her $650 for a loan 
of $165. 

Doubtless your curiosity is aroused as to 
how this shylock could get away with such 
a deal. He charged a large commission fee 
for making the loan and also included a 
wide range in fees, such as fees for draw- 
ing up papers and notarial fees. On top of 

this he required the borrowers to buy stock 
in his company, which stock was worthless. 
Then he required them to take out through 
him life insurance to about one hundred 
times the amount of the loan, for which he 
received a liberal commission. In fact, he 
resorted to every imaginable scheme in or- 
(Continued on page 653) 
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Why Lose Money on Public 


Funds in Banks? 


By G. A. ROGERS 


President, the Abilene National Bank, Abilene, Kan. 


Average Bank Could Not Exist and Extend to All Its Customers 
the Privileges Demanded for Public Funds. Bankers Can Cor- 
rect Abuse for the Public Does Not Expect Them to Pay More 
for Business than It Is Worth. Buyer Is Setting His Own Price. 


ANK policies are—or ought to be 
—based on sound economic inter- 
ests of the institution. Any devia- 
tion from this rule leads not merely 

to loss but to a weakening of the morale 
that makes for strength, permanency and 
satisfaction. The policy of handling de- 
posits, on its face, is the simplest function 
of the bank. Normally we should expect 
that all deposits would be accepted on the 
same terms. Yet there exists a wide dif- 
ference between funds placed on deposit by 
the individual, and funds so placed by a col- 
lection of individuals, who make up a divi- 
sion of the government—state, county or 
municipality. 

One class of banks refuses such deposits. 
In recent years there has appeared with 
increasing frequency at the bottom of bank 
statements, “We are not a depositary for 
state or municipal funds.” Why is this? 
{t is not because the banks are not entitled 
to part of these funds. It is because they 
will not pay the price required to secure 
such deposits. Their investigation shows 
that the banks which have the public funds 
are simply buying business, and the business 
purchased has no earning power but in most 
instances, when analyzed, shows an actual 
loss to the bank enjoying the account. 


Privileges Demanded 


LL bankers are familiar with the privi- 
leges which public funds demand. How 
many bankers have actually analyzed the 
account, in which public money is carried, 
and found whether or not it is profitable? 
No inherent injustice attaches to payment 
of this interest on a public account—public 
welfare demands that earnings on such de- 
posits shall inure to the benefit of the people. 
Only thus do we escape the enrichment of 
individual office holders, who of old reaped 
vast financial gain through untrammeled 
possession of public funds. The unfairness, 
from the bank’s point of view, liés in the 
rate of interest paid and in the partiality 
such accounts must be shown by the banks. 
Custom, long established and formidable 
because of its very nature, compels a bank 
to pay interest on the daily balance if it be 
of a public nature. 

Conditions under which such deposits are 
made include a special form of procedure, 
entailing expense and labor. One statute 
of the states provides that the deposit of 
public moneys must be safeguarded against 
loss by the deposit of bonds, or some other 


form of surety. Any way this feature is 
figured, it is an expense to the depositary. 

After these two obligations, interest and 
surety are met, the bank still has the same 
cost or overhead in handling the account 
as in other commercial business. Few banks 
would accept a commercfal account on the 
same basis on which they actually bid for 
public funds. The average bank could not 
exist and extend to all its customers the 
privileges enjoyed and demanded by public 
funds. What, then, makes such premium 
worth while? Undoubtedly, the attraction 
of public money, for the country bank at 
least, is the size of the balance. As a rule, 
in small country banks, public funds con- 
stitute from 5 to 15 per cent of the total 
deposits. It is the desire for volume, in- 


cidentally one of the most dangerous ine 


clinations in banking, that often causes a 
banker to seek public deposits on the wrong 
basis; that is, paying more for the account 
than it is worth to the institution. 

Nearly everyone, at some time in his life, 
has attended an auction sale. When a me- 
diocre article is offered for sale, the auc- 
tioneer, very shrewdly, gets several people 
into lively competition. Up and up go the 
bids in the spirit of rivalry, until they lose 
sight of the actual worth or value of the 
article. Finally, it is sold to the highest 
bidder, whose only solace when he begins 
to realize what he has actually paid, is the 
final words of the auctioneer, “sold right 
over here to Mr. Smith; and Smith, you 
bought it cheap.” In nine cases out of ten, 
the man, who bought the article at the auc- 
tion by competitive bidding, would not have 

9 paid the same price at a private sale. 


An Illogical Practice 


MU the game phase of human nature 
is found in the distributing of public 
funds. Notice is sent out to all banks of 
a state that on a certain day at a certain 
hour, sealed bids for public or state funds 
will be received. The blank for submitting 
bids which accompanies the notice recites 
all the requirements which must be met by 
any bank receiving a portion of the funds. 
All are invited to submit proposals as to 
the rate of interest which they are willing 
to pay under conditions set forth by the 
state. 

If Mr. Jones, a regular customer, should 
walk into a bank on the same day and make 
such a proposal as the state makes concern- 
ing the safeguarding of the deposit, and 
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then, in addition, demand as much as one- 
half to two per cent more than the bank 
is in the habit of paying on interest bearing 
deposits, such as savings deposits or certifi- 
cates, what would the banker do? He 
would tell Mr. Jones he was asking an im- 
possibility; yet on that same day, a bid is 
submitted for state funds at a higher rate 
of interest than the regular, local depositor 
is receiving. This is neither sound, logic 
nor good business. Nothing valuable enough 
is gained to make the sacrifice worth while. 
Public funds are entitled to no more con- 
sideration than any other fund offered to 
the bank for deposit. Because of the law, 
the safeguard of surety will have to be 
maintained. 

Because it is difficult to run counter to 
long established precedent, interest will prob- 
ably always have to be paid on this class 
of deposit. But why should the rate be 
pigher than the bank is willing to pay on 
its own certificates of deposit? It should, 
on the contrary, be low enough to allow a 
reasonable profit to the bank. The public 
deposit is payable on demand and <a large 
reserve must be carried against it, with a 
secondary reserve very liquid in character. 

During the last year it has come to my 
attention, that banks which were carrying 
large reserves of surplus funds and were in 
the market as buyers of commercial paper, 
bid as high as 3% per cent for public funds 
Prime Commercial paper at that time was 
ruling at from 4 to 4% per cent. On the 
basis of interest paid alone, counting in no 
other expense, these banks had less than one 
per cent margin of profit. Everyone can 
see that there was actually no profit but 
rather a loss. It is the old lure of rivalry. 
In this case, the state is the auctioneer and 
the bankers are the bidders. The spirit of 
competition overrules sound business judg- 
ment. 


Abuse Can Be Abolished 


ANKERS can correct this situation 
themselves. The public does not ask, 
nor expect them to pay more for business 
than it is worth, and the buyer, in this case, 
is setting his own price. We, ourselves, 
are doing a thing which we would not ad- 
vise, or allow, a customer to continue. 
We are taking, or deliberately making, a 
loss that is possible to correct and even 
convert into a profit. 
How is this change to be accomplished? 
(Continued on page 644) 
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Protected Trust Investments 


By HOLMAN D. PETTIBONE 


Trust Officer, Chicago Title and Trust Company 


Plan by Which Fund of $2,000,000 Has Been Set Aside to 
Protect Certain Investments Made by Company in a Trust 
’ Capacity. Principal Only is Available for Satisfaction of Claims. 
The Co-Trustee. Fluctuation of Prices. Supervision of Fund. 


IRECTORS of the Chicago Title 

and Trust Company on December 

9, 1925, set apart $2,000,000 as a 

special reserve fund to protect 
certain trust investments made by the com- 
pany in a trust capacity. Inquiries were at 
once received from practically every state 
and Canada. What, how and why? Where 
did the idea originate? How does the plan 
operate? What other companies afford like 
protection? 

Every trust officer has had occasion many 
times to answer the questions: How do you 
invest trust funds; do you guarantee your 
investments ? 

The person of comparatively small means 
awaits the answer expectantly, hopefully. 
No little time is required to explain that 
the trust company uses its best trained judg- 
ment in selecting investments; that exper- 
ience has resulted in few or no losses, but 
that the company does not give any advance 
assurance that no loss will occur. 

The man of affairs puts the question di- 
rectly, sometimes even belligerently: “This 
is your business—why should my estate 
lose?” There you have it. Why should his 
estate lose? The law relieving trustees from 
responsibility for investments made with due 
care in an authorized security developed 
when individual trustees served as a high 
moral duty and without compensation. Trus- 
tees who make it a business to handle such 
matters for a fee are scarcely in the same 
class. 

Are not the creators and beneficiaries of 
trusts with corporate trustees entitled, as 
a matter of right, to more than mere as- 
sertions of infallibility, in the making of 
investments? Investing trust funds is a busi- 
ness. It:is a business in which Chicago 
Title and Trust Company has engaged since 
1887, and during that period the company 
has voluntarily absorbed losses from interest 
bearing securities of its own selection. The 
new plan, however, gives advance assurance 
of the trustee’s responsibility for its invest- 
ments and thereby furnishes every prospect 
for trust service with a cogent reason for 
selecting a corporate rather than an individ- 
ual trustee. It is difficult to imagine that 
there are many financially responsible in- 
dividuals who will assume a like obligation. 


Nature of the Plan 


HE form of a special reserve fund set 
aside under a declaration of trust was 
adopted because it required no change in 
the corporate charter, put the fund beyond 
reach of other creditors or stockholders, set 
forth our undertaking with exactitude, and 


ANEW feature in the 
field of investment has 
been introduced by a Chi- 
cago trust company in set- 
ting up a $2,000,000 re- 
serve fund virtually to guar- 
antee the trust investments 
that it makes from shrink- 
age. The plan is engaging 
the attention of trust of- 
ficers, who are studying tt 
from various angles to see 
if it may be generally 
adopted. As an advertising 
feature, it has admitted pos- 
sibilities. In actual practice, 
many trust companies— 
without any legal obliga- 
tion—have done what is 
being formally undertaken 
in this case. This article 
describes the plan. 


still did not hazard all of the assets of the 
company on one department of its business. 
The offer of protection having been accepted 
and relied upon by the public, it is hardly 
conceivable that the sufficiency of the act 
can be questioned. 

Paragraph Four of the declaration of 
trust was intended to state in broad, general 
language the gist of our undertaking. It 
reads as follows: 

“The principal of the special reserve fund shall 
constitute an indemnity for the payment of loss 
of principal or interest on securities bearing inter- 
est and having a definite maturity, purchased with 
trust funds by the company as sole trustee in the 
exercise of its own discretion, which beneficiaries 
of trusts may sustain at the time of the maturity 
of such principal or interest or at the time of 
the sale of such securities by the company.” 

The clause bears close examination, for 
each word is carefully selected. It was the 
purpose to set forth an undertaking which 
would be readily understood by the layman 
but which also recognizes that the language 
will be construed strictly against the com- 
pany, as with any surety. 

The principal only of the reserve fund is 
available for satisfaction of claims. Income 
and profits of the fund belong to the com- 
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pany. The fund is not to be increased auto- 
matically. The company is then free to de- 
cide from time to time about the restoration 
or increase of the fund but it is not obligated 
to make any addition. 

The fund constitutes an “indemnity.” It 
is not a guaranty but rather a security 
against loss—a provision for. reimburse- 
ment. Protection is assured to the extent 
of the fund, no further. It stands between 
the beneficiary and loss of principal or in- 
terest, on securities bearing interest and hav- 
ing a definite maturity. Stocks, shares, par- 
ticipation certificates, rents or any other in- 
vestments which do not bear interest are 
excluded from protection of the fund. To 
meet the requirements for protection the in- 
vestment must also have a definite maturity. 

The protected investment must have been 
acquired by the company with funds of the 
particular trust. A security turned over to 
the trustee by the creator of a trust is not 
included. An investment coming to the trus- 
tee from the estate of a decedent is not 
protected by the fund. The trustee had no 
part in selecting these investments and should 
not, therefore, be responsible for them. 
While some of the securities turned over to 
a particular trust may be entirely satisfac- 
tory, even identical with others then entitled 
to the protection, any exception to the rule 
presents administrative difficulties with at- 
tendant confusion as to whether a particular 
investment is or is not protected. As it 
stands, the declaration of trust makes no 
exception and leaves no doubt on this point. 


If There Is a Co-Trustee 


in general are classified 
by most experienced trust officers with 
the unknown and unknowable in the busi- 
ness of managing trust estates. Some co- 
trustees are honest but ignorant; some are 
well informed but influenced by a conflicting 
interest; some are active, others indolent 
and, for variety, there is occasionally an 
individual co-trustee who is financially re- 
sponsible, intelligent, active and capable. Be 
that as it may, no investment is protected 
unless it is made under the company’s sole di- 
rection. If, by the terms of the trust, there 
is a co-trustee, but the company is given sole 
discretion in the purchase and sale of securi- 
ties, such securities are protected. Other- 
wise, they are not. 

The fund protects from loss which bene- 
ficiaries may sustain “at the time of the ma- 
turity” of principal or interest or “at the 
time of sale” of a security by the company. 

If interest is not paid on the day it is 
due the fund will answer for it. There will 
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be no delay, the beneficiary can depend on 
the income as it falls due and he has before 
him an investment list showing when the 
income is due. So also with the principal. 
The beneficiary is not required to await the 
outcome of a foreclosure, reorganization, or 
any other delay to register a loss. He is 
entitled to have the obligation met.at once 
at maturity. Maturity, of course, includes 
not only the due date as fixed by the terms 
of a promise, but also maturity as accelerated 
because of a default of the borrower in any 
of the covenants of his undertaking. In 
other words, if a borrower fails to pay in- 
terest, or taxes, or perform any other coven- 
ant, as a result of which the principal in- 
debtedness is declared due, the investment 
has matured and the fund is charged. 

But the trustee may decide to sell a se- 
curity before it matures. If the sale price 
is less than cost to the trust, the difference 
is chargeable to the fund, with the excep- 
tion of premiums mentioned later. A sale 
resulting in a loss must have been made by 
the company in its sole discretion if there 
is to be a claim against the fund. 


The Difficulties 


HE principal difficulties encountered in 

drafting the declaration of trust arose 
out of questions having to do with distribu- 
tion of a trust estate to the beneficiaries and 
fluctuations in market values prior to the 
maturity of an investment. 

If a trustee is required by the terms of 
a trust to distribute a security before its 
maturity, a dilemma is presented. The mar- 
ket value of a given security or of all se- 
curities may be depressed at any time for 
a variety of reasons, although the security 
itself in intrinsically sound. If an estate 
should become subject to distribution in an 
adverse market, a distributee would be in 
a position to force a severe loss on the 
fund by insisting on liquidation. With the 
funds so realized the distributee might then 
repurchase the identical securities and hold 
them for a more favorable market. 

Again, if the trustee parts with control 
of a security, the right to sell or deal with it 
is lost. A trustee might be very anxious 
to take an early small loss rather than a 
later large one. Participation in a reorgan- 
ization or exchange of securities might be 
very desirable. But if the security is out 
of control the trustee is helpless. A third 
inherent shortcoming is that the trustee 
would receive no compensation for afford- 
ing protection to securities out of its pos- 
session and control while still carrying the 
risk and giving the necessary attention to 
the check-up of distributed investments. 

Aside from the hazard of uncontrollable 
loss, the administrative detail and the dif- 
ficulty of arriving at a practical admeasure- 
ment of liability constitute serious draw- 
backs. 


The Solution 


UR solution of this problem appears in 

paragraph six of the declaration of 
trust. It is there provided that a distribu- 
tee may avail himself of the protection of 
the special reserve fund if, within sixty days 
after the receipt of an unmatured security 
he transfers it to the company under a trust 
which gives the trustee the sole right to 
manage, sell, collect and dispose of the se- 


curity so re-deposited. It is not required 
that all securities distributed to a beneficiary 
shall be re-deposited. He may retain such 
as he likes, thereby losing the protection as 
to those securities. The right of re-deposit 
is not exhausted by one user, but is a con- 
tinuing right available to successive distribu- 
tees of any given security until it has 
matured. 

While this method leaves an opening for 
the re-deposit of only dubious or depressed 
investments and the retention by a distributee 
of those which are superior or show a profit, 
this risk is undertaken in the belief that the 
final recipient of the principal of a trust 
fund, as well as the beneficiary of the in- 
come, is entitled to protection or, at least, a 
feasible method of securing protection. 

Fluctuations of market price are covered 
by paragraph seven of the declaration of 
trust, wherein it is provided that, “No loss 
in principal shall be considered as sustained, 
when the amount realized on account of the 
principal of such security is equal to or 
greater than the purchase price paid there- 
for by the company; nor shall market fluc- 
tuations prior to maturity or sale, or pre- 
miums paid on securities purchased be con- 
sidered a loss within the meaning hereof.” 

If a bond is purchased at 102 and sold 
at par, no loss may be claimed. The theory 
is that the premium is paid to obtain some 
benefit by way of income. This premium 
may be amortized, or in some cases charged 
entirely to the income rather than principal 
account at the time of purchase. If a bond 
is purchased at par and sold by the trustee 
at 98, a loss may be claimed and will be 
paid at once from the reserve fund. If a 
bond is purchased at 95 and sold at 96 no 
loss can be claimed even though the bond 
has matured and is due at par. Market 
fluctuations have no bearing on the pro- 
tected investment. Loss may be claimed only 
at the time of maturity or sale by the trus- 
tee. Obviously, no trustee will risk a guar- 
anty of market price at a future date. 


Questions Answered 


T is perhaps an illuminating commentary 

on the alertness of the banking frater- 
nity to observe that the first requests for 
information about the new plan came from 
trust officers and bankers. Since then in- 
quiries have come from many sources. Pos- 
sibly the most informative presentation of 
the reaction to our announcement is to be 
found in some of the questions and com- 
ments together with our replies. 

Trust officers asked where the idea orig- 
inated, what precedent exists, what type of 
investments are selected, is there an extra 
charge. The reply is that the plan was con- 
ceived and developed by the directors and 
officers of the company without any pre- 
cedent and so far as we know, there is 
none. The bulk of our interest bearing trust 
investments is now and has been in short 
term first mortgages of improved property 
in the Chicago district. Tax exempt bonds 
are purchased when income tax is a con- 
sideration. Bonds of varied types of busi- 
ness enterprises make up the balance. No 
extra charge is made with respect to pro- 
tected trust investments and the yield is the 
same as heretofore. No change in the gen- 
eral investment policy of the company is 
now contemplated. 


A lawyer asks whether the fund is ad- 
equate. What is the total of investments 
entitled to protection? This inquiry rather 
misses the point. After all, $2,000,000 is 
a sizable sum, it is our money and we hope 
not to lose it. We simply pledge this 
amount that we are right. If wrong, we 
and not the beneficiary lose. In passing, 
however, it may be stated that the losses of 
this type absorbed by the company during 
thirty-eight years are estimated to total less 
than the income of the special reserve fund 
for one year. Many lawyers have been very 
generous in their praise of the idea and 
have expressed their approval of the form 
of the declaration of trust. The lawyer is 
furnished with a very effective argument to 
present to the client that his family and 
business associates can not meet the stand- 
ard set by the trust company. In experi- 
ence, in continuity of policy and now be- 
cause of a definite assurance against loss, 
the individual trustees must suffer by com- 
parison. 

“A publicity stunt,” said one man to an 
interested prospect. But the prospect, with 
a million dollars at stake, replied: “Yes, it 
is corking publicity, but frankly, I am sold 
on the idea. I want that sort of a trustee.” 
The insurance agent says that one of his 
favorite arguments in favor of a fixed an- 
nuity from the insurance company as against 
a life insurance trust has been dealt a hard 
blow. 

The board of trustees of an institution 
has decided that here is the best solution 
for the wise handling of permanent en- 
dowment funds. It is their responsibility 
and they can not relieve themselves of 
their obligation as trustees, but they can 
engage a financially responsible trust com- 
pany which affords a definite assurance 
against loss. 

One painstaking layman asks, “Who sup- 
ervises the investments and the management 
of the special reserve fund?” Administra- 
tion of all our trusts is subject to review 
and supervision by the Illinois state auditor. 
There is no special statutory provision cov- 
ering the special reserve fund. It may be 
assumed that the company, as trustee of 
the fund will, in making investments, exer- 
cise the same care as with its own funds. 

One asks, “What course is charted for 
the beneficiary who has sustained a loss?” 
The obligation of the company being clear, 
the beneficiary has all the remedies afforded 
by law for the enforcement of that obliga- 
tion. Another complains that after careful 
search he is unable to find a provision ob- 
ligating the company to restore the fund 
after a loss has been paid. There is no 
such provision. If there were it would 
amount to an unrestricted guaranty. Experi- 
ence indicates that such a provision will not 
be necessary in view of the inconsiderable 
losses voluntarily absorbed during the past 
thirty-eight years. 

Out of it all, however, we find much satis- 
faction in the confidence which is apparent 
in our numerous contacts. Most men in- 
terested in the subject of trust estates be- 
lieve that the special reserve fund is not 
an idle gesture, not merely a “publicity 
stunt,” but an honest effort by an experienced 
and financially responsible organization to 
set up another hurdle between the beneficiary 
and loss. 
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ermany’s Wall Street Goes Mad 


By ROBERT CROZIER LONG 


Without Any Particular Reason Boom Started Like a Flash on 


January 4. Everything Has Gone Up. 


Find Buyers. 


Even “Impossibles” 
Reaction from Such a Movement Is Bound to 


Come. Liklihood of Americans Being Caught in the Decline. 


FTER exactly a year of slump, de- 
pression, hopelessness, and Cas- 
sandra-like vaticinations, the 
“Burgstrasse” is at this writing, 

February 2, in the throes or at the critical 
fever-point—of a good, old fashioned securi- 
ties boom. With the exception of a handful 
of disconsolate bears, all Germany is get- 
ting-rich-quick. The Burgstrasse is Ger- 
many’s Wall Street. A month ago a tem- 
perate Berliner would have described it as 
a very modest Wall Street. Today it would 
be called an immodest Wall Street, a Wall 
Street flaunting its immodesty, and as its 
immodesty has begun to appeal to a good 
many foreigners, including some Americans, 
the plain facts had better be here set forth. 

No stock exchange ever had such a decline 
in activity, and few stock exchanges ever had 
a sharper decline in quotations, than those 
recorded by the Burgstrasse in 1925. A 
month ago practically no business was being 
done. Banks, which here do most of the 
work that is done by brokers in America, 
were justifying the enormous interest which 
they charged for overdrafts with the plea 
that their once lucrative securities business 
had fallen to nothing, and the brokers 
proper, who are not very numerous, were at 
their wits’ ends. But on a single day, Jan- 
uary 4, all. that changed. Today activity 
rivals the livliest records of pre-war booms 
and stocks by their rocketlike ascents have 
beaten pre-war records, having risen 50, 70, 
and even 100 per cent in a single month. 
The cheerful mood is unclouded. Not 
only Germans are buying. Americans 
Englishmen, Hollanders are buying; and to 
confirm the universal optimism, each Amer- 
ican, English, or Dutch purchase of 10,000 
marks is exaggerated by newspapers to 100,- 
000 marks. Quite a respectable South Sea 
3ubble is blowing itself out. 


Where We Come In 


LL this is a matter of interest not only 

to buyers and sellers of German stocks, 
native and foreign. It is of interest to 
Germany’s foreign creditors. The prospects 
and destinies of the German industrial cor- 
porations which are borrowing in Wall 
Street are intimately tied up with the Burg- 
strasse vicissitudes. Nearly all of the bor- 
rowing corporations hold in their portfolios 
large parcels of their own shares, some be- 
ing so-called “Verwertung” shares, some 
preferred shares equipped with multiple 
voting power which were issued during the 
inflation years in order to protect the cor- 
porations from foreign attempts to gain 
control by acquisition of a majority of stock. 
Further, most of the borrowing corpora- 


tions own large quantities of stock in con- 
trolled or subordinate corporations, there- 


fore the Bourse value of the controlled cor- — 


porations’ stocks is a material factor in the 
borrowing corporations’ finances and sol- 
vency. Hence the new Burgstrasse boom is not 
merely a matter of mere historical interest, 
or a matter concerning the pockets of stock 
speculators. It concerns also, if indirectly, 
the security behind the foreign long term 
loans to German industry which has been 
one of the several psychological factors re- 
sponsible for the boom. 

The source of the boom, as of all booms, 
does not lie in reasonable judgments of con- 
ditions and prospects; nor does it lie pri- 
marily in the extreme cheapness of stocks 
at the beginning of this year. The German 
manufacturers, merchants, lawyers, doctors, 
parsons, and farmers who now besiege the 
Burgstrasse cautiously abstained from buy- 
ing as long as quotations were falling. Like 
the non-professional speculative classes in 
other countries, they began to buy only after 
quotations had had a big recovery and the 
higher the rise proceeded the more con- 
fidently and copiously did they buy. But 
originally the boom started in low prices, 
as all booms must start. In 1924 the Burg- 
strasse had a record slump. Early in the 
year stocks went down precipitately, and 
they reached bottom in the midsummer. 
When the Dawes Settlement induced new 
optimism the movement was reversed, and 
at the end of the year the quotations’ aver- 
age was almost exactly the same as at the 


‘beginning. 


The 1925 Slump 


ERY different was the history of the 

1925 slump. Until the end of January, 
1925, the upward movement of late 1924 was 
continued, and the highest point of the two 
vears 1924-25 was reached early in February. 
Then—for particular reason—money 
market conditions, though unfavorable, were 
better than in 1924—a great drop began, and 
bottom was touched precisely on the last 
day of the year. This slump was unbroken 
by any temporary recovery of dimensions 
worth mentioning. The Locarno Agreement 
in October brought a slight rise, which 
lasted for eight days, but a renewed down- 
ward movement more than obliterated the 
gains. Whole groups of stocks precipitately 
collapsed. The one exception was the ship- 
ping group. In the last weeks of 1925 this 
group recovered considerably, in the ex- 
pectation that property seized by the United 
States on entering the war would be re- 
stored. But they also were much lower at 
the end of the year than at the beginning. 
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The Index May Mislead 


VERAGES or indexes showing move- 
ments in the Burgstrasse before 1924 
have no value. The currency stabilization 
took place only in November, 1923, and be- 
fore that Bourse quotations were in trillions 
of marks of ever-varying gold value. But 
the movement of stock quotations in the first 
two years of renewed currency stability is 
worth showing. (The figures are from an 
index of average quotations, and are not 
the average prices of stocks in marks): 
1924, January 2 ...100 1925, January 2 ...100 
1924, Fale 44 1925, January 31 ..111 
1924, December 31.. 98 1925, December 31. 58 
This index covers selected stocks from all 
groups, therefore it does not fully show the 
fluctuations in industrials proper, much less 
in the leading speculative papers. If ship- 
ping stocks, which recovered in late 1925, 
and if insurance and bank stocks which are 
not subject to great changes, are omitted, 
the slump of 1925 would not be from 100 
to 58, but from 100 to 40 or even less. Many 
leading stocks fell to a quarter of their 
highest quotations, and some fell even more. 
Among industrials the best off were textiles, 
which paid considerable dividends; and the 
worst off were railroad rolling-stock cor- 
porations, which suffered badly from lack 
of orders. If 100 is taken as the average 
quotation of stocks in each of the following 
groups in January, 1925, the figures for 
the end of 1925 were: 


.. 70.61 
Steel and 50.13 
49.83 
43.25 
Small Offering Caused 


Depression 


S stocks went down .the Burgstrasse’s 

inactivity was accentuated. In Decem- 
ber trading was so inactive that the offer 
of the equivalent of $1,000 for a first class 
stock was sufficient to depress the quotation 
2 or 3 points. The Bourse official lists be- 
gan to display the unexampled feature of 
blanks behind the titles of corporations of 
international reputation. This meant that 
no official quotation had been fixed, because 
not only had no business been done, but 
that also no one had bid for the stock at 
any price. 

This remarkable condition was investi- 
gated by economic experts. The conclu- 
sion reached was that the causes were per- 
manent and fundamental, that therefore no 
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recovery in quotations or in activity could 
take place for a good many years. Ig- 
noring the fact that the 1924 slump had 
been followed by a rapid rise, the experts 
found the explanation of the 1925 slump in 
chronic economic evils—in bad employment 
and reduced production, in a hopelessly pas- 
sive foreign trade balance, and—most of all 
—in the financial inanition of the home 
public as a result of war, revolution, and rep- 
arations. The solid citizen who before the 
war was, whether as investor or speculator, 
the mainstay of the Bourse, had no longer 
—it was proclaimed—any cash, and as he 
was consuming the little money he earned, 
he had no prospect of acquiring cash. The 
Bourse was therefore not merely inert, wait- 
ing for a tonic—it was moribund and prac- 
tically dead. 

In so diagnosing the slump, German ex- 
perts were only following international pre- 
cedent. Nothing is so pessimistic as the 
pessimism which is based entirely on stock 
declines. In Germany, however, there is no 
ground for pessimism. It is true that the 
unemployed multiplied between July and the 
end of the year from 195,000 to 1,500,000; 
and that the year’s import surplus was 
4,300 million marks. But German unemploy- 
ment always declines as rapidly as it in- 
creases; and late in 1925 the trade balance 
improved rapidly wntil December actually 
produced a surplus of exports. The doctrine 
of hopeless impoverishment and of the im- 
possibility of reaccumulating capital is prob- 
ably untrue. In 1925 deposits in the com- 
mercial banks steadily increased, and de- 
posits in Prussia’s savings banks more than 
doubled ; and the official Reichs-Kredit Bank 
estimates that the nation saved 5,400 million 
marks. But as long as stocks declined, 
these favorable factors were ignored. Once 
stocks began to recover, the unfavorable 
factors—among them a further growth of 
unemployment by 250,000—were equally 
ignored. 

The Bourse slump of 1925 which pre- 
ceded the boom of 1926 was not caused by 
unfavorable fundamental conditions. It was 
caused in part by the money stringency, 
and in part by the technical condition re- 
sulting from the over-rapid recovery of 
1924. The commercial banks charged—in- 
cluding their customary “provision” of 3 
per cent—around 18 per cent upon over- 
drafts. In the second half of 1925 stocks 
more than doubled their average quotations, 
and many shot up 200 per cent. When 
prices were at about their highest, it be- 
came known that few of the corporations 
whose stocks are speculative favorites would 
pay dividends for the business year 1924-25. 
A decline of stock quotations in 1925 was 
therefore natural, but as usual it was pushed 
too far. 


Boom Started Like a Flash 


HE boom of 1926 began like a flash, and 

it has since developed almost with the 
rapidity of a flash. On January 2, the 
first Bourse day of the year, only bears were 
in the market. The dullness beat all rec- 
ords. On January 4, without any visible 
reason, stocks shot up all around, and the 
leaders rose 20 per cent or more in a week. 
The recovery was due only to technical 
and psychological factors, but once it had 
given the impulse, material and important 
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reasons for it were found, or were invented. 
A feal factor was that interest rates con- 
tinued to decline, and when the Reichsbank 
on January 12 reduced its discount rate 
from 9 to 8 per cent money became very 
cheap—in fact all of the day—money offered 
could not be placed. The successful foun- 
dation of a great western steel trust, after 
difficult negotiations lasting half a year, had 
a powerful psychological effect, because steel 
(more properly “heavy industry” or com- 
bined steel-and-coal) stocks are the specu- 
lative leaders. With that the public took 
heart; the untrue bear yarns which dom- 
inated 1925 were replaced by a brilliant 
crop of untrue bull yarns. The public 
rushed in, the ruined manufacturers, mer- 
chants, lawyers, doctors, parsons, and farm- 
ers all discovered that they had enough cash 
to finance an exciting and profitable flutter. 
Rises of 3 to 8 per cent in single stocks 
took place in a single day and many of the 
leaders doubled, some even trebled, their 
lowest quotations of the preceding year. As 
always, the public came in a bit late, after 
the cream had been skimmed by profes- 
sionals. The manufacturers, merchants, 
lawyers, parsons and farmers who _ had 
never heard of North German Lloyd when 
it sold at 45 in August, 1925, were buying 
it avidly on February 1 at 141. 

At time of writing the great boom is 
still under way. It is not certain that it 
may go very much further. Uncertainty 
lies in the fact that for most German stocks 
there is no standard with which to judge 
whether a Bourse quotation is intrinsically 
high or low. The intrinsic value cannot be 
judged from dividend yield, because with 
certain exceptions—banks, dye corporations, 
textiles, and breweries—no dividends have 
been paid since the currency stabilization. 
Very little is known about earnings. The 
last published balance sheets are no guide. 
The pre-stabilization balance sheets, running 
into billions and trillions of marks, had no 
meaning whatever, and the new gold mark 
balance sheets are admittedly guess work, 
and were compiled merely in order to meet 
a legal requirement. Values of real estate, 
plant, good will, and participations in other 
concerns were arbitrarily assessed in order 
to produce an arithmetical balance with a 
capital which was refixed on no known 
basis and with debts the amount of which, 
in view of pending valorization claims, is 
often unknown. 


Cannot Prove Values 


T is therefore impossible to prove that a 

stock which quoted 50 in late 1925, and 
which quotes 140 today, was cheap then, or 
that it is dear now. But the rise of numer- 
ous non-dividend payers to over par has a 
psychological explanation. Before the war 
quotations of around 200 were common for 
moderately successful industrial corpora- 
tions, and 300 was by no means uncommon. 
Whereas in most countries a quotation at 
around par was considered average or nor- 
mal, in Germany 200 came to be regarded 
as the effective par, and a stock quoting 
only 100 was considered low priced. All 
this is duly remembered today; and when 
the stock of a corporation which pays no 
dividends and which has uncertain prospects 
shoots up to near 150 no man is surprised. 
This fact is nevertheless notable because 
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despite the drop in interest rates, fully- 
secured German goldmark mortgage bonds 
bearing 10 per cent interest can be had at 
90 to 110. 

The Burgstrasse bull movement has so 
far lasted only a little over four weeks. 
Yet many stocks have risen more than 
stocks in Wall Street rose in the present 
bull movement which has lasted more than 
four years. The following is a sufficient 
illustration, if it be noted that of the twelve 
corporations listed only one—General Elec- 
tricity—has paid a dividend: 


Low 1925 Jan. 2,’26 Feb. 1, ’26 
Shipping 
Hamburg-America ... 
North German Lloyd. . 
Hansa 


Steel-Coal 


Gelsenkirchen 
Deutsch-Luxemburg . 54. 
Phoenix 

Bochum Steel........ 


Electrical 
Siemens and Halske.. 
Schuckert oe 
General Electricity... 

Potash 


Aschersleben 
Salzdetfurth 


94.12 
95.50 
102.50 


123.50 
141.00 
155.25 


44.50 


59.25 97.50 


97.75 
80.63 
95.25 


105.00 
87.25 
99.87 


119.25 


103.25 142.75 


Nothing succeeds like success. Even fail- 
ure succeeds if it comes under the influence 
of success. Hence while German industrial 
and shipping stocks have risen enormously 
owing to expectations which may conceiv- 
ably be justified by later events, other kinds 
of securities which could not possibly ben- 
efit from even the greatest prosperity have 
followed the crazy movement upwards. 


Booms Without Reason 


BOOM is actually proceeding in the 

almost entirely worthless pre-war and 
war-time loans, which were first degraded 
by the law of August, 1914, to paper-mark 
issues, and which were finally almost repu- 
diated by the strangely-titled ‘“Valorization 
Law” of July 17, 1925. Nothing whatever 
can increase the microscopic intrinsic value 
of these paper-mark bonds. The fact that 
they today change hands into the possession 
of credulous optimists is least likely of atl 
to raise their value; for the Valorization 
Law discriminates against, and almost en- 
tirely repudiates, bonds which have changed 
owners since July, 1920. Yet today War 
Loan stands at 100 per cent above its lowest 
quotation of 1925; Federal 3’s at 50 per cent 
higher, and Prussian 3’s at about 60 per 
cent higher. Almost comic is the boom in 
Colonial Four Per Cent Loan. Owing to a 
wholly baseless and unreasonable belief that 
the Ally states which took over the Ger- 
man colonies under mandate will recognize 
and valorize it, Colonial Loan has all along 
been quoted in gold marks although Federal 
loans, which are neither more nor less 
worthless, have been quoted in gold pfen- 
nigs. In 1925 Colonial 4’s fell to a price ‘of 
2.63 marks per 100 nominal. Today it quotes 
7.25 marks. One German bond alone has 
not shared in the boom. This is Forced 
Loan of 1922-23, which was formally repu- 
diated by the Valorization Law, and there- 
upon struck out of the Bourse lists. With 
amazement Germans see that it is still being 
dealt in in the United States. This scandal 
took such dimensions that the Luther cabi- 
net last month asked the home banks to 

(Concluded on page 638) 
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The Service Charge on Call Loans 


BY REUBEN A. LEWIS, JR. 


Metropolitan Banks Inaugurate Charge of 5 per cent of Inter- 
est for Handling Demand and Time Loans With Funds Sent 


by Interior Banks to Finance Wall Street. 
Street Loans Reveals Bank Loans Amount to 31% Billions. 


HE service charge is being extended 

to inter-bank activities. On March 

1, the New York banks in the Clear- 

ing House Association that act as 
correspondents for the thousands of Amer- 
ican banks commenced to make a charge for 
the handling of call loans. 

From the earliest days when interior banks 
sent their surplus funds on to the nation’s 
financial center to be used for the financing 
of security transactions, the metropolitan 
banks have been arranging the placing of 
these loans secured by stocks and bonds, 
have called in the funds on short notice and 
have sent back the proceeds, along with the 
interest earned, to the out-of-town institu- 
tions. All of this was performed without 
charge. It was regarded as just one of 
the numerous services that the big city 
correspondent rendered for the country 
banks. 

It was not exactly a free service because 
the interior banks carried compensatory bal- 
ances. On these funds the New York banks 
allowed interest at a rate usually around 2 
per cent. There was, of course, some profit 
to them because the yield from loans and 
investments that the balances made possible 
was substantially higher. The earnings from 
the compensatory balances were absorbed in 
part by the overhead charges and other ex- 
penses incurred in doing various services 
for the outside banks. 


The Modern Machinery 


HILE the loan of a bank’s surplus 
funds on call has been practiced for 

many years, the creation of the Federal 
Reserve System provided modern machinery 
for an easier transmission of funds. A net- 
work of telegraph wires connects the twelve 
regional banks and their branches, so that 
it became a simple and inexpensive matter 
for an interior bank to transfer funds 
telegraphically to New York. The ease 
with which money can be sent along to New 
York to be loaned on demand has tended 
to increase the funds that out-of-town banks 
place at the disposal of the security market. 
The demand for funds to finance security 
transactions has grown in an impressive 
way during the past few years. The listing 
of stocks and bonds on the New York Stock 
Exchange has increased strikingly. Since 
the signing of the armistice, the number of 
stock issues has increased more than 60 
per cent while the bond issues have increased 
about 25 per cent. During the last two 
years, mew security issues aggregating 
eleven and one-half billion dollars were 
created, eclipsing all previous records. The 
actual market value of the securities now 


N March 1 the long 

standing practice of 
New York banks’ placing 
and supervising call loans 
for their correspondent 
banks without charge was 
discarded. A service charge 
of 5 per cent of the inter- 
est collected was imposed. 
It is estimated that this will 
apply to more than $1,100,- 
000,000 im funds that out 
of town banks have for- 
warded for loans to finance 
security transactions. An 
interesting speculation 1s 


whether this charge will 
lift the level of the demand 
loan rate or will merely re- 
duce the yield obtained by 
the interior banks by this 
extent. 


= 


listed on the Stock Exchange is more than 
sixty-five billion dollars—a sum far in ex- 
cess of all bank deposits in the United 
States. As it has been necessary for the 
security dealers to carry the stocks and 
bonds until they can be distributed to per- 
manent investors, they have naturally turned 
to the banks for these borrowed funds. 
Thus, there has been a rising demand for 
the use of funds to finance the security 
transactions, which, in recent months, have 
shattered all previous records for volume, 
the turnover in a single day of trading 
frequently exceeding two million shares. 
The call loan rates have proved quite at- 
tractive to the country banks because, due 
to the great demand for street loans, they 
have been able to get from 4 to 5% per 
cent interest on temporarily idle funds. In- 
deed the volume of interior bank funds that 
poured into New York for the purpose of 
being loaned on call grew to such heights 
that last November the big city banks found 
that the amount of country bank funds 
placed in street loans had doubled within 
a year. It had jumped from approximately 
$900,000,000 to $1,800,000,000. Banks that 
held membership in the New York Clearing 
House Association cast up a balance of the 
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Spotlight Turned on 


call loans that they had made for others 
and discovered that it amounted to more 
than the total of their own call loans. 

In brief the situation was this: Of about 
three and one-half billions out on street 
loans, the funds of the interior banks, the 
Canadian banks and other outside interests 
accounted for roughly two billion dollars. 
The New York banks found that the country 
banks were more or less directly competing 
with them for this business because just at 
the time that the call rates started resolutely 
upward millions of dollars from the interior 
poured into the market attracted by the high 
yield and the rates sagged again. For the 
placing of these competitive funds, the big 
city banks were not making any charge, al- 
though the work connected with the super- 
vision of these loans had grown to sizable 
proportions. 

The large increase in the volume of call 
loans made by the country banks was doubt- 
less more directly responsible for the de- 
cision of the New York banks to impose a 
service charge for handling this business for 
correspondent banks, although the sugges- 
tion that it would be equitable for the 
metropolitan institutions to seek a small fee 
for the service had been made from time 
to time for several years. There was never 
a complete accord, however, until recently 
when a clearing house rule was adopted to 
the effect that, beginning on March 1, the 
New York banks would make a charge of 
5 per cent of the interest collected on all 
call loans placed for their customers. In 
practice, this means that the New York 
banks will get from % to % per cent for 
the handling of this class of loans. If the 
call money rate is 5 per cent, the charge 
will amount to 4% per cent. If it should 
drop to 2% per cent, the service charge 
would be equivalent to % per cent. 


Spotlight on Street Loans 


HE action comes at a time when loans 

to Wall Street are more in the limelight 
than ever before. This is due to the fact 
that, for the first time, the Federal Reserve 
Bank of New York has publicly revealed 
the call and time loans made by the New 
York reporting banks for their own account, 
for out-of-town correspondents and for 
others. 

The loans made for the outside banks, 
by weeks, are given thus: 


Demand Time 
January 6. 1926....... $851,515,000 $387,829,000 


The total of these loans for the out-of- 
(Continued on page 649) 
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Common Stock in Rail Financing 


By CHARLES F. SPEARE 


In 1899 Totals of Stocks and Bonds Outstanding Balanced. 
Latest Figures Show a Ratio of 57 Per Cent of Debt to Total 


Capital. 
Financing by 


N August, 1910, President Taft ap- 

pointed a Railroad Securities Com- 

mission to consider questions connected 

with the issuance of stocks and bonds 
by railroad corporations. The chairman of 
that Commission was Arthur T. Hadley, then 
president of Yale University and a recog- 
nized authority on transportation matters. 
One of the tendencies exposed by the Com- 
mission’s report was that of financing by 
bonds instead of by stocks. It was shown 
that, in 1899, the proportions between the 
two forms of security were about equal, 
viz., $4,307,000,000 stocks and $4,336,000,- 
000 bonds. In the year when the Com- 
mission was created the ratio was 46 per 
cent stocks and 54 per cent bonds, while 
in 1924, the last figures available, the sit- 
uation was indicated to be even more over- 
balanced on the debt side with $12,400,- 
000,000 bonds and $9,300,000,000 stocks, or 
approximately a ratio of 57 per cent of 
debt to total capital. 

The financial strength of a railroad lies 
in the small amount of fixed obligations 
it has outstanding, to its total capital, and 
to the low proportion interest charges bear 
to net income. Suspension of interest pay- 
ments brings receiverships. Suspension of 
dividends may cause suffering to share- 
holders but it does not produce insolvency. 
The strong Pennsylvania Railroad, without 
injuring its credit, reduced its dividend in 
1921-22 from 6 per cent to 4% per cent 
and saved $15,000,000 which it then needed 
badly. The careful investor always studies the 
capital account of a railroad to determine 
if it is in proper balance and eventually places 
his funds where the policy has been to pay 
for additions and improvements from the 
proceeds of stocks instead of bonds. The 
great financial strength of the American 
Telephone & Telegraph Company is partly 
due to its periodic requisitioning of the 
capital of its stockholders to carry out its 
expansion programme without piling up a 
load of debt carrying arbitrary interest 
charges. 


Ten Per Cent of Mileage 
Affected 


FEW years after the Hadley Com- 

mission had completed its report the 
United States witnessed a succession of 
serious railroad receiverships. in- 
volved about 10 per cent of the total mileage 
of the country. The group most affected 
was the Southwestern. It included the 
Missouri Pacific, St. Louis & San Fran- 
cisco, Missouri, Kansas & Texas, Wabash, 
International & Great Northern, Texas & 
Pacific, and Chicago, Rock Island & Pa- 


An Ideal Reorganization Plan. 


Common Stock. 


cific. In practically each case the funda- 
mental difficulty was that of a company 
overweighted with bonded debt. In one in- 
stance this debt was 80 per cent of total 
capital. 

The reorganizations of the St. Louis & 
San Francisco and the Missouri, Kansas 
& Texas were cut to about the same pat- 
tern. Both offenders in impairing credit 
through excessive issuance of fixed charge 
obligations sought to limit their liability by 
giving their old creditors a form of security 
that might pay interest only if earned and 
one whose failure to pay interest if not 
earned would not constitute default. So 
we have the cumulative adjustment and 
the non-cumulative income bonds of the 
Frisco which have paid 6 per cent interest 
now for some years and the adjustment 
bonds of the Missouri, Kansas & Texas 


© Ewing Galloway 
Speeding through what once seemed an 
impassable barrier. 
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Steps in a Plan of 


Radical Change Unlikely. 


system which are in their fourth year of 
5 per cent payment with the probability: that 
some part of them may be converted within 
another twelve months into 7 per cent pre- 
ferred stock. The Rock Island plan of 
capital structure after bankruptcy was dif- 
ferent, employment being made of two 
classes of preferred stock, 6 per cent and 
7 per cent, which were given in part to 
creditors and on these dividends have reg- 
ularly been paid since a short time after 
the receivership was lifted in 1916. The ef- 
fect of this policy of giving stocks for bonds 
was to raise the ratio of Rock Island’s 
share capital from 25 per cent of total 
capital to over 48 per cent and when we 
consider that nearly $258,000,000 of this 
road’s bonds were not disturbed in the 
reorganization we appreciate the great in- 
herent strength of this property. The Mis- 
souri Pacific translated a portion of its 
old bonds into preferred stock and so em- 
bittered many of its creditors and so far 
the exchange has brought no income for 
there is 38 per cent of unpaid dividends 
on the preferred stock. 


Most Ideal of All 
Reorganizations 


HE most drastic, and if one were not 

a creditor, the most ideal of all of the 
reorganizations of this period, was that 
of the Pere Marquette where the financial 
surgeons cut deeply and disposed of a 
growth that eventually would have utterly 
destroyed the road. First mortgage bond- 
holders were compelled in some instances 
to take common stock but when the plan 
was declared operative the original fixed in- 
terest bearing debt had been reduced from 
$113,340,000 to $36,325,000 and annual in- 
terest charges from $4,127,000 to $1,687,000. 
In the decade since the receivers were dis- 
charged the road has prospered beyond be- 
lief and today all of its stocks are on a 
dividend basis. 

In spite of the efforts to reduce the com- 
pany liability by transferring bonds into 
stocks or into an adjustment or income bond 
with a contingent liability character we see 
that the tendency is for bond ratio to ex- 
pand and stock ratio to contract for the 
railroads as a whole. It is to this phase 
of the situation that some attention should 
be given. 

There have been few direct issues of rail- 
road common for years. Such stock finan- 
cing as has been done has mainly been 
with preferred stocks, as those of the 
Chesapeake & Ohio and Illinois Central. 
Both of these stocks are convertible into 

(Continued on page 652) 
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A Gold Trusteeship 


By PIERRE JAY 


Reserve Agent, Federal Reserve Bank of New York 


Federal Reserve System Acts as Trustee in Administering Gold 


Reserves of Banks of United States. 
Responsibility for General Business Conditions. 


It Is Charged With Some 


New York 


Now Shares Financial Leadership of the World With London. 


FTER long experience with the ad- 
ministration of trusts by individ- 
uals, the trust departments of trust 
companies and _ national banks 

were created to deal with the special busi- 
ness of administering trust property. Simi- 
larly, after long experience with the 
administration of the country’s gold reserves 
by individual banks, it was found desirable 
to create a special organization—the Fed- 
eral Reserve System—to deal with the 
special business of administering the gold 
reserves of the banks of the United States. 

The organization and conduct of the Fed- 
eral Reserve System in many ways embodies 
the well-known principles of a trusteeship. 
All sections of the country are equally rep- 
resented and protected. Instead of a single 
central bank, we have twelve regional banks, 
each with its own directors and officers who 
live in the district and know its conditions 
and needs. Careful 
provision is also 
made that all types 
of interests shall be 


represented in the 
directorates of the 
Reserve _ banks. 


These directors, by 
law, must be com- 
posed partly of 
bankers, partly of 
men engaged in com- 
merce, agriculture or 
industry, and partly 
of men representing 


the interest of the 
general public. At 
present, of the 108 
directors of the 
twelve Reserve 
banks, sixty are 
business or 
farmers. 


Similarly, the Federal Reserve Board, ap- 
pointed by the President and exercising gen- 
eral supervision over the System, must 
represent the different interests and sections 
of the country; no two members may come 
from the same Federal Reserve district. 
Beyond the salaries or fees which officers 
and directors respectively receive, no one of 
them has any financial interest in the Re- 
serve banks. Neither the public nor the 
government holds any Reserve bank stock. 
It is held only by member banks, each of 
which must own an amount equal to 3 per 
cent of its capital and surplus. 

President Wilson, writing to Senator Un- 
derwood just before the Reserve banks 
opened, said: 

“No group of bankers anywhere can get 


control. No one part of the country can 
concentrate the advantages and conveniences 
of the System upon itself for its own sel- 
fish advantage. . . . I think we are justified 
in speaking of this as a democracy of credit.” 


Safeguards in Law 


HE law safeguards the Reserve banks 

against undesirable investments. It also 
removes any incentive to operate them for 
profit, which might be contrary to the in- 
terest of the country as a whole, by requir- 
ing surplus earnings, after 6 per cent divi- 
dends and the accumulation of a reasonable 
surplus, to be turned over to the United 
States government as a franchise tax. It 
even goes a step further and eliminates pos- 
sible pressure by the administration or Con- 
gress for large earnings by requiring any 
surplus earnings turned over to the govern- 


Weighing gold in the United States Assay office. 


ment to be used only to reduce the govern- 
ment debt or to place additional gold be- 
hind the greenbacks. As the purpose of 
this trusteeship is not earnings for the bene- 
ficiary but the maintenance of the reserves 
in a condition of great liquidity, the invest- 
ments which are made under the law and 
the regulations consist almost entirely of 
short bankers’ acceptances and short bor- 
rowings by member banks which latter must 
be secured either by government paper or 
by commercial paper of a type which must 
be in its essense self-liquidating. 

So much for the principles under which 
the Federal Reserve acts as trustee for the 
banks of the country in administering their 
gold reserves—local self-government, impar- 
tiality, safety, liquidity. But this is not a 
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trust which, once invested, is put away in 
the vault only to be reviewed or checked 
over once or twice a year by auditors or 
investment committees. 

In the early days of the System some 
bankers, brought up on occasional issues of 
emergency currency or clearing house cer- 
tificates, used to suggest that the Federal 
Reserve should be a kind of glorified safe 
deposit vault, holding the gold and the power 
to extend credit and issue notes, as a purely 
emergency function. But this was not the 
kind of institution the law conceived of. 
The law contemplated a living organism to 
facilitate, through member banks, the im- 
mense volume of purchases, sales and pay- 
ments which go to make up American busi- 
ness. Therefore, the Federal Reserve banks 
have developed facilities whereby member 
banks may, with speed and economy, con- 
vert into reserves the cash, checks, notes 
and drafts, which 
they receive as the 
daily turnover of in- 
dustry, commerce 
and agriculture. On 
the average the Fed- 
eral Reserve banks 
handle each day 
about 6,000,000 
pieces of currency, 
7,000,000 coins, 2,- 
500,000 checks, 200,- 
000 notes and drafts 
and $350,000,000 in 
telegraphic trans- 
fers. 

In receiving this 
cash, in effecting 
these telegraphic 
transfers and in col- 
lecting these checks, 
notes, and drafts, 
in such immense 
volume, it is obvious that the Reserve Sys- 
tem is not a passive safe deposit vault but 
an active, living organism, thoroughly en- 
meshed, through the member banks, with 
American industry, commerce and agricul- 
ture. 


© Ewing Galloway 


Leadership in Panics 


OR several generations prior to the estab- 

lishment of the Reserve System we had 
not had any organization responsible for 
general credit conditions. When panics arose 
emergency leadership was organized only to 
disband again as soon as the emergency had 
passed. In the meantime our bankers and 
business men knew that there was no or- 
ganization equipped to anticipate and pre- 
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vent money panics, to be responsible for gen- 
eral credit conditions and to exercise some 
influence upon them. 

Looking back to this period Col. Leonard 
P. Ayres, vice-president of the Cleveland 
Trust Company, recently said: “There has 
been a fundamental change during the past 
ten years in the general atmosphere under 
which American business is carried on. 
Business used to be conducted in an at- 
mosphere of fear—fear of financial strin- 
gencies and currency panics. Since the 
establishment of the Reserve System busi- 
ness is conducted in an atmosphere of 
confidence.” 

The Federal Reserve System is charged 
with some responsibility for general credit 
conditions. If the System were merely a 
safe deposit vault, holding the gold reserves 
of member banks, it could neither discharge 
this responsibility nor exercise any influence 
on credit conditions. A ship which has no 
headway cannot respond to the rudder, but 
the moment the ship gets under way the 
rudder becomes effective. For their first 
two and one-half years the Reserve banks 
were out of contact with the money markets 
and powerless to exert any influence. For 
the next five years war and post war con- 
ditions imposed upon them an abnormal 
volume of investments resulting in an ab- 
normal increase in the volume of credit. 
Since 1922, with a more normal amount of 
discounts and securities, aggregating about 
a billion dollars, they have had constant 
contact with the money market and have 
been able to exert on general credit condi- 
tions what might be considered a normal 
influence. The New York money market 
is a good deal larger than New York. It 
is really a national money market. Because 
of its size and central location it is a center 
to which idle funds gravitate for temporary 
employment. Banks and business corpora- 
tions all over the country, which, have on 
hand funds which they do not need imme- 
diately but yet must have immediately 
available for future needs, send these funds 
to New York and deposit them in banks, or 
invest them in bills, commercial paper, of 
short government securities, or lend them on 
call or time against stocks and bonds as col- 
lateral. Their relations with the money 
market are almost entirely through the New 
York banks, and the surplus funds they 
employ in New York are sent there because 
they can be withdrawn immediately if 
needed at home. 


The Nation’s Surplus Cash 


HE New York money market thus is a 
pool of liquid investments in which the 
country’s surplus cash resources are carried. 
It represents the secondary reserves of banks 
and business concerns all over the country. 
Whenever extra funds begin to pile up any- 
where, they begin to pour into the New 
York market. Whenever additional funds 
are needed anywhere, they are drawn from 
the New York market. The New York 
market thus carries a heavy load of respon- 
sibility for the country’s financial welfare. 
If the investments in which these funds are 
carried in the New York market become 
unliquid and cannot be instantly converted 
into cash, the result is disastrous. 
In the old days, the large New York City 
banks bore the brunt of any disturbances in 
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the money market. Whenever the out-of- 
town withdrawals of funds exceeded the 
supply of incoming funds, rates rose, and 
at times the New York banks went down 
into their reserves and provided the neces- 
sary cash. The individual New York City 
banks were the last line of defense, except 
in serious times when the Secretary of the 
Treasury sometimes made deposits in these 
banks to enable them to meet the situation. 
Generally speaking, the New York City 
banks had to provide for the daily adjust- 
ment of the supply of credit to the demand, 
and one of the best indexes of credit con- 
ditions was the amount of their surplus re- 
serves shown in the weekly clearing house 
report. These surplus reserves indicated 
the margin of safety in the banking situa- 
tion. When there ceased to be a surplus 
then the country knew the limit had been 
reached, and sometimes panics ensued. For 
there was no way except the resort to clear- 
ing house certificates—itself an evidence of 
panic—by which these reserves could be 
made elastic. 


Providing the Elasticity 


HE Federal Reserve Bank of New York 

provides the elasticity which formerly 
was so wofully lacking. It thus has a very 
important relationship to the money market, 
for it holds the reserves of the New York 
City banks and can lend against these re- 
serves in busy seasons and emergencies. In 
the old days we used to have panic condi- 
tions in the money market with money unob- 
tainable at any rate, while at the same time 
the New York City banks held hundreds 
of millions of gold in their vaults. But this 
was their legal reserve which they were 
supposed to maintain intact, even in emer- 
gencies. Now, by borrowing at the Reserve 
bank their reserves have become elastic and 
the dead line has disappeared. 

When out-of-town funds are withdrawn 
from the New York money market the New 
York City banks must still furnish them, 
but there is this difference, that if their 
reserves are thereby impaired they may 
and do replenish them by borrowing from 
the Reserve bank. Thus every unusual de- 
mand upon the money market affects the 
reserves of the New York City banks and 
is in turn reflected in the loans and invest- 
ments of the New York Reserve bank. 
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This chart shows how low bank reserves 
mean high call rates and borrwing from 
the Federal Reserve bank. 
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Effect of Reserve Position 


HE diagram which is reproduced gives 
actual figures for each day during last 


September and October. 

The top line shows the call loan closing 
rate. 

The second line shows the amount by 
which the actual reserves of New York 
City banks were above or below the require- 
ments for the week to date. 

The third line shows increases or de- 
creases in the amount of credit furnished 
by Federal Reserve Banks in New York 
City, either by rediscounts or advances to 
New York City member banks, or by pur- 
chases or sales of bankers’ acceptances or 
short government securities in the New 
York market. 

It will be noted that there is a very close 
correspondence between the call loan rate 
and the reserve position of the New York 
City banks. When reserves are deficient and 
the banks are seeking to restore them, call 
money rates tend to be high; when there 
are surplus reserves call money rates tend 
to be low. Similarly, there is a close rela- 
tionship between the reserve position of the 
banks and the amount of Federal Reserve 
credit called into use. When reserves are 
below requirements the banks borrow from 
the New York Reserve bank, or sell bills to 
it for itself and other Reserve banks, thereby 
restoring their reserves. When reserves are 
above requirements banks use the extra 
funds to pay off their indebtedness at the 
Reserve bank and the amount of Federal 
Reserve credit in use is decreased. 

Still further to summarize, this usual cor- 
respondence will be noted, with some varia- 
tions: 


(1) low reserves, rising call rates; in- 
creasing volume of Reserve bank credit. 


(2) high reserves, declining call rates; 
decreasing volume of Reserve bank 
credit. 


It will be seen that instead of the New 
York banks having to assume the ultimate 
responsibility for the money market they 
are now able to pass back a certain amount 
of this reponsibility to the Federal Reserve 
bank. The Federal. Reserve bank in turn 
exercises some influence upon the extent to 
which the member banks draw upon it by 
its discount rates and by the rates at which 
it purchases bankers’ acceptances. Also at 
times by buying or selling in the open mar- 
ket short government securities, the effect 
of which upon member banks is to decrease 
or increase their indebtedness at the reserve 
bank and bring them either more or less 
under the influence of its discount rate. 

Thus it will be seen that the member 
banks an’ the money market now have back 
of them a reservoir of credit which may 
be availed of if necessary. But this reser- 
voir is not passive like the water reservoir, 
it is highly organized and capable of ex- 
ercising some control over the extent to 
which it is drawn upon.- Through its ex- 
istence money rates have become more stable 
than formerly, the seasonal swing of in- 
terest rates has almost disappeared and the 
danger of currency panics has been elim- 
inated. As a consequence the New York 
money market has become a safer repository 
for the country’s secondary reserves. 

(Continued on page 647) 
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Small Accounts Should Pay 


Their Way 


By FRANK W. SIMMONDS 


Secretary, Clearing House Section, American Bankers Association 


Now in Effect in Possibly Two Hundred Cities. 


The Most 


Significant Development Is the Spread of the Practice to the 
Fears of Unfavorable Reactions Found Base- 
less. Emphasis Shifting from Number of Accounts to Quality. 


Country Banks. 


HE idea that small accounts should 
pay their way is making rapid 
headway. 

Although the practice of requir- 
small checking account to pay 
way is a comparatively new 
it now has been 
adopted by approximately 200 cities and 
towns in the United States, as shown by the 
results of a survey just completed by the 
Clearing House Section of the American 
Bankers Association. 

More than one-third of the cities having 
clearing house associations have either 
adopted a rule governing service charges, 
or the banks in these cities have voluntarily 
agreed to apply this small charge on. un- 
profitable accounts. 

The most significant recent development 
along this line has been the extension of 
the service charge plan to banks in small 
communities and country districts. As a 
rule, until the last year or so, country 
bankers have felt that country banking con- 
ditions would not justify the practice of 
making a service charge, although it was 
recognized that a large percentage of their 
accounts were carried at a heavy loss. Re- 
cently, however, bankers are taking a new 
attitude toward these “leaks and_ losses.” 


Growth in Nebraska 


HE country banker has held back be- 
cause he feared that the resistance of 
the small depositor would be too strong and 
the reaction would be harmful to his bank. 
However, a successful start has been made 
in several states and the results show that 
the fear of adverse results has been largely 
groundless. In Nebraska, for instance, the 
service charge is in operation in thirty-four 
cities and towns—twenty-four of which 
have a population of less than five thousand. 
In several states, all of the banks in a 
county have stood together in inaugurating 
the service charge. 

The banks in McLean county in North 
Dakota took this action jointly on February 
1. The eight banks in the towns of Stam- 
ford, Anson, Hamlin and Lueders, making 
up the association of Jones County, Texas, 
introduced the charge on last December 1. 
The banks sent out 2400 circular letters, 
telling the small depositors of the need for 
making the small account self-sustaining. 

The results obtained in both cities and 
small towns indicate that the service charge 


the 


ing 
its own 
idea in banking practice, 


HE service charge on 

small checking accounts 
is now in effect in more 
than two hundred cities in 
this country. Adopted first 
in the larger centers, it has 
spread to the country. In 
some States, banks as a unit 
in counties have agreed to 
impose a _ small charge 
where the monthly balance 
falls below $50 or $100. In 
wo cities—Columbus, Ohio, 
and Macon, Georgia—the 
practice was introduced and 
later discontinued. In vtr- 
tually all of the other cities, 
banks report that it is work- 
ing out quite satisfactorily 
and a survey shows the 
practice is making headway. 


can be successfully put into effect with 
little or no friction, if a proper course is 
followed in educating depositors by personal 
conferences, letters, and publicity as to the 
fairness of the charge. 

Banks have only two commodities to 
sell—credit and service. To exist they must 
levy a fair charge or go out of business. 
In making this charge, it is desirable but 
not essential that all the banking institutions 
in a community or county reach an agree- 
ment regarding the charge. 

In some cities two or three banks have 
led the way independently where they were 
unable to obtain cooperation from the others, 
and having proven the idea feasible and 
successful, the other banks have been won 
over to the idea. 

The service charge is a development of 
the past ten years, and has been in effect 
in few cities more than five years. Hence, 
there is just beginning to develop a back- 
ground of experience that will serve as a 
basis of judging the results of its installa- 
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tion. From the survey, the almost universal 
testimony of banks in the cities making this 
charge is that it is working out most satis- 
factorily for both the banks and depositors. 

The banks report many indirect gains— 
that the imposition of the service charge 
gives many depositors the first idea they ever 
had as to bank costs, and the balance nec- 
essary to make the account profitable to the 
institution; that the service charge tends to 
build up the average balance in order to 
avoid the service fee; also, a disposition to 
be fair in making their accounts self sus- 
taining. In nearly every case, banks re- 
porting the loss of a number of small de- 
positors, later have recorded a decided gain 
in the total balance of deposits. Several 
banks report the tendency of small deposit- 
ors to transfer their checking account to 
the savings department. The weeding out 
of a large fraction of small depositors has 
resulted in curing the overdraft evil, and 
naturally has lessened the overhead expenses 
for clerical help. 

Through a very simple plan of analysis 
of accounts prepared by the Clearing House 
Section, any bank can easily and definitely 
establish just what the expense of handling 
a checking account is. The cost will, of 
course, vary in different cities and towns, 
ranging from 3% cents a check up to a 
much larger figure. With this data at 
hand, it is easy to convince any fairminded 
depositor of the proper solution of the bank’s 
problem. As a general rule, banks in smaller 
cities and towns making a service charge, re- 
quire the maintenance of a nominal balance 
of $50, while the banks in the larger cities set 
$100 or $200 as the minimum balance to 
escape the charge. The usual service charge is 
fifty cents monthly in smaller cities, and 
$1 a month in the larger. The reports in- 
dicate that in a number of towns and cities 
the minimum balance was first set at $50 
and later raised to $100 as the banks found 
the smaller balances would not pay their 
keep. 

In general, it appears that a service charge 
of $1 a month in cities over 100,000 popula- 
tion, where checking accounts fall below 
$100 is most satisfactory. 


The Accounts Lost 


HE revenue derived from the service 
charge will, of course, depend on the 
number of small accounts carried. Naturally, 
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some of these accounts will be lost, but the 
general experience given is that a compara- 
tively small number of accounts is lost. 
Some, of course, are closed out and luckily 
so; some of them raise the balance above 
the minimum; some transfer the account to 
the savings department, and some, recog- 
nizing the value and convenience of a check- 
ing account, willingly pay the small fee 
charged. The reports indicate that even the 
smallest banks may increase their revenue 
$50 a month. 

Three of the five banks in a city of 
about 18,000 in the Middle West, introduced 
the service charge last year. What fol- 
lowed is related by the president of one of 
the banks, which had deposits of about $900,- 
000. “At the outset, we addressed a letter 
to about 800 of our customers whose ac- 
counts would be subject to the charge,” he 
said. ‘We closed about 600 accounts within 
sixty days, which averaged $13 each. Many 
of these were later reopened with an in- 
creased balance. Others whose accounts 
would be subject to a charge if checked 
upon, suspended checking and gradually in- 
creased their balance to above $50. A great 
many of those who closed their accounts 
have since reopened them with balances ex- 
ceeding the $50 limit. After one year, we 
are making a charge on about a hundred 
accounts each month. One of the banks that 
declined to put on the charge advertised in 
the daily papers for this class of accounts, 
but soon discontinued it, as they realized 
that they were attracting business that would 
have to be carried at a loss.” 

In a city of about 40,000 in a Rocky 
Mountain state, the clearing house voted 
to put a fifty-cent service charge into 
effect on average balances of less than $100. 
One of the largest banks reports that al- 
though it charged more than 1000 accounts 
during the first month, and naturally ex- 
pected to lose two-thirds of them, only 
thirty-five accounts were lost. The prac- 
tice has been in effect for more than a 
year now and the bank is still charging more 
than 500 accounts monthly. “Our deposits 
have actually increased over a million dol- 
lars,” the bank observes, “proving that this 
policy is not detrimental either to the bank 
or the public, but fair to both.” 


Changing the Viewpoint 


tl a sizable industrial city in the South- 
west, the service charge was _ instituted 
about a year ago, under an agreement en- 
tered into by all the banks except one—an 


outlying bank. The bank immediately be- 
gan a series of ads announcing that it 
would make no service charge, especially 
appealing to industrial workers to open ac- 
counts. At first the local unions passed 
resolutions condemning the service charge 
as unfair and unnecessary but after the 
matter was fully explained to them, their 
action was rescinded and the service charge 
was pronounced a fair business proposition. 

Late in 1925, the service charge was made 
effective in another western city having a 
population of about 30,000. A month prior 
to the time that the charge was applied, 
notices were sent to all customers main- 
taining balances of less than $50. An analy- 
sis of what happened shows that 19 per cent 
increased their balances to avoid the charge, 
35 per cent withdrew their accounts, and 


46 per cent were charged. The average 
size of the account withdrawn was $7.49— 
revealing in a pointed manner of what 
slight value to the bank the average account 
is that is lost as a result of imposing this 
charge. 

In a small town in the wheat raising belt 
of the West, its two banks agreed to in- 
troduce the service charge on the first of 
January. Checking up the books, the presi- 
dent of one of the banks expressed surprise 
that such an amazingly large percentage of 
its accounts ranged below the $50 average. 
He found that slightly more than 500 of 
the accounts were carrying a total balance 
of less than $15,000. During the first month 
the bookkeeper charged up more than $100 
to these unprofitable accounts. 

Another country bank in a town of 2000 
reports it is paying the salary of one of 
its employees from the income derived from 
the service charge and the money realized 
from charging customers for the expense 
of printing their names or business on their 
checks. 


Rules Not Ironclad 


HILE the most effective method of 

imposing the service charge is through 
the clearing house associations, and thus 
through the common action of all banks, 
it is noteworthy that the rules adopted are 
not ironclad but, on the contrary, are flexible 
enough to prevent the losses of valuable 
accounts which are directly related to and 
might be affected by charging small check- 
ing accounts. It is the common rule for 
banks to exempt from the payment of the 
charge the accounts of religious and char- 
itable organizations, as well as accounts 
under court supervision. It is generally 
understood that a bank may exercise its 
discretion in charging the accounts of in- 
dividuals where some other member of the 
immediate family carries a satisfactory bal- 
ance or in cases where the individual is 
an officer in a large corporation that is a 
profitable depositor. The exceptions are 
not advertised. 

At the outset, all banks made it clear 
that the service charge does not apply to 
savings accounts. Where no checks are 
drawn against an account during the month, 
no charge is imposed. In some cities, the 
service charge does not become operative un- 
less three or more checks are drawn. The 
plan has not worked out well in two or 
three cities where the banks have made it 
discretionary for the officers to waive the 
charge and have permitted the news of the 
flexibility of the rule to be broadcast among 
the customers. This situation makes the 
small depositor feel that he is being dis- 
criminated against rather than that he is 
being asked to pay for the cost of maintain- 
ing his account. The banks that have tried 
the service charge agree that it must be 
generally enforced to be effective among the 
small commercial depositors who use the 
bank. 

It is undoubtedly a little more difficult to 
make a service charge in the strictly agri- 
cultural centers where the depositor’s in- 
come and balance are large during the 
months following the harvest and low dur- 
ing the other period of the year. When 
the banks in one northwestern city inaugur- 
ated the charge, it excepted “those actively 


engaged in agricultural pursuits, whose ac- 
counts will be averaged on a yearly basis.” 
After two years of experience, however, 
the banks were of the opinion that no ex- 
ceptions whatever should be made. 


“Competition Is Too Acute” 


HE service charge doubtless would have 

been more widely adopted if it were not 
for the competition which exists among the 
banks, for new accounts. In a great many 
cities, banks have considered the advisability 
of the service fee but have not adopted it 
due to the “acuteness of competitive con- 
ditions.” In some centers the proponents 
of the plan have succeeded in getting the 
majority of the banks to agree to its intro- 
duction but have been unable to enlist all. 
Thus failing, the other banks have not felt 
that they should go ahead because it would 
give the outside banks the advantage in ob- 
taining accounts. In some cities, however, the 
banks have inaugurated the charge without 
regard to one or two other institutions and 
report that the outcome has been quite satis- 
factory. There is no gainsaying the fact, 
however, that it is better to approach the 
matter with unbroken ranks. 

The reaction of the depositor to the ser- 
vice charge varies. It has been found that 
the majority of the small depositors accept 
it in good grace, after adequate publicity 
has been given to the costs of handling a 
checking account and they are made to. 
realize that the bank is sustaining an actual 
loss in taking care of their business. In 
cities where some banks hold aloof, those 
making the charge report a psychological 
advantage. A great many people, they say, 
like to leave the impression that their bank 
account is far more valuable than it really 
is. Those who complain of the service 
charge reveal the low state to which their 
account has fallen. In giving checks drawn 
on the charging banks, they thereby create 
the presumption that their balance is sizable. 


The Shift in Emphasis 


there has been 
a change in the attitude of bankers to- 
ward getting accounts. For many years, 
emphasis was laid upon getting more and 
more accounts. Campaigns were conducted 
to bring accounts in, regardless of the size 
of the balances and the d<positors were told 
that no account was too small to be wel- 
come. One southern banker humorously 
observed that he used to advertised with un- 
measured pride the fact that his bank had 
5000 accounts in a town of 4000 people. 
The record, he now confesses, would hardly 
be taken as a testimonial to the acumen of 
the administrative head of a present day 
bank. 

The progress that the service charge has 
made during the past few years would jus- 
tify the belief that the day is not far dis- 
tant when banks of all sizes will insist 
upon all accounts being self-sustaining. 

The Clearing House Section has taken no 
official action on service charges, but it does 
earnestly recommend an analysis of ac- 
counts by each and every bank to determine 
sources of losses and formulate its own 
policy concerning small accounts. 
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The Newest Phase in the 
Industrial Revolution 


By STEPHEN I. MILLER 


Educational Director, American Institute of Banking 


Vast Mergers In Business Paramount Economic Development 
of the Time. Widespread Economies Through Consolidations 
Possible With Industrial Stability as One of the Greatest 
in Ethical Interpretation. 


Contributions. 


ISTORIANS only fully appreciate 

the truth of the statement that 

we are still in the midst of the 

Industrial Revolution. When 
manufacturing passed from the home to the 
factory, due largely to the invention of 
machinery, the nature and extent of in- 
dustries were revolutionized. When later, 
due to competition and economy, industrial 
enterprises became large-scale and even 
colossal, opposition was widespread and even 
bitter. 

For twenty-five years, 1887-1913, legisla- 
tion was arrayed against fundamental laws 
and principles in economics. Political lead- 
ers carried “big sticks,” teeth were put into 
acts of Congress, the courts dissolved 
mergers, and the “big interests” were flayed 
by the press of the country. In the mean- 
time, trolley lines paralleled railroads, each 
bank maintained a large idle reserve, rival 
manufacturers continued to glut the market, 
and salesmen overstocked the shelves of the 
merchant. Waste under cut-throat com- 
petition exacted a heavy toll in bankruptcy 
and business instability and stood defiantly 
in the path of economy and the maximum 
industrial progress. And so the American 
business world settled down to await a 
greater enlightenment in the conduct of 
business affairs and a greater confidence in 
the integrity of industrial leaders. All of 
this is history—but history most pertinent 
for the business man who hopes to assume 
high professional responsibility in 1926. 


The Paramount Problem 


HEN one casts about for the para- 
mount economic problem of the day, 

coal strikes, corn prices, land booms, in- 
stalment buying, protective tariffs, and in- 
come taxes must be given only a respectful 
recognition. Economic historians of the 
future will have little difficulty in interpret- 
ing the second quarter of the twentieth cen- 
tury as a period of vast business mergers. 
The power companies of the entire coun- 
try are tying in their lines and paving the 
way for larger organization units. The 
railroads are on the very threshold of greater 
consolidation. Vast losses in service and 
economy have resulted from competitive 
railway systems. Passenger and freight 
motor lines are becoming a part of the 
transportation network. The automobile in- 
dustry has already reached that stage of 
development where the larger organization 


Ultimate Test 


must be given careful attention. Consolida- 
tions in banking have been epoch-making 
and have not yet run their course. Rumors 
fill the air of mergers in food packing, man- 
ufacturing, and distribution. 

It has been rightly observed that the 
United States owes its industrial supremacy 
to large-scale production enterprises. High 
wages, superior service, and low unit costs 
have been made possible through the exten- 
sion of mass output. But it has also been 
rightly observed that our marketing sys- 
tem has been dragging far behind the great 
accomplishments in production economy. 
Low unit costs of distribution have not kept 
pace with low unit costs of production. 

The farmer has observed that too large 
a portion ofthe dollar spent by the con- 
sumer for agricultural products is absorbed 
in the process of marketing. The answer 
is simple though the remedy is difficult: 
There are too many distributors. The aver- 
age turnover of the retailer is too small to 
make possible a low price for the com- 
modity. Cooperative marketing is nothing 
more than a merger in the field of product 
distribution. Chain stores are but a belated 
movement in the field of large-scale mer- 
chandising. 

That business consolidation is capable of 
bringing about widespread economies in the 
use of land, capital, and labor, in the buying 
of stock and materials, and in the marketing 
of products has long since been recognized. 
That business mergers are likely to become 
one of the greatest contributors to indus- 
trial stability is not so fully appreciated. If 
business has been slow in fulfilling profes- 
sional requirements, the reason is to be 
found in economic instability. One of the 
basic requirements of a profession is stand- 
ardized practice, which means the existence 
of a scientific background. Recurring over- 
supply, generally the result of inflated pro- 
duction, must reduce business to the basis 
of speculation. Business men must buy raw 
materials, engage capital, contract with 
labor, and seil products in the light of a 
given level of prices. Let any one of these 
economic conditions be substantially dis- 
turbed, and business becomes a chaos. 


The Greatest Waster 


ASTE in the production and use of 
foodstuffs, in the destruction of timber, 
in the production and use of mineral prod- 
ucts, and ir the marketi:g of commodities, 
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amounting to several billions annually, is 
not greater than the losses due to periodical 
industrial setbacks. It may be fair to as- 
sume that business mergers make possible a 
merger in greater economic vision. The 
large industrial unit will put business lead- 
ers in a position to mark the level of the 
supply reservoir. The Federal Reserve Sys- 
tem has already made it possible to check 
undue credit inflation. More enlightened cost 
findings, in part the result of the large 
business unit, measure the broader or nar- 
rower margin of profits, and finally an en- 
larged financial vision may stay the hand 
of the over-zealous dividend taker, fortify- 
ing the business for periods of retrench- 
ment and “plowing back” earnings into 
greater plant economies. Such bids fair to 
be the economic contribution of the business 
merger. 

Not so many realize that the ultimate test 
of the business merger will be found in an 
ethical rather than an economic interpreta- 
tion. Evidently much has happened since 
the days when the public mind responded so 
quickly to anti-big-business propaganda. 
And much has happened. The people of 
the United States have learned that cut- 
throat competition brings neither service nor 
lasting low prices; that the economies re- 
sulting from mass production and distribu- 
tion make possible lower prices; that the 
ownership of a corporation is not in the 
hands of a few captains of industry, but 
generally lodged in the hands of thou- 
sands of stockholders; and that the welfare 
of the great industrial units is a necessary 
part of the prosperity within the entire 
economic system. 


Leaders in Public Service 


UT even more significant, the American 

people have learned that the large cor- 
porations have been leaders in public service. 
Within the last thirty days just an ordinary 
citizen traveling in the West condemned a 
leading railroad for a flagrant discourtesy 
which occurred in 1918. By the time the 
traveler reached New York City a repre- 
sentative of the railroad called at his office 
in order to do everything possible to re- 
establish the goodwill of his company. And 
so a critical remark made in a Pullman car 
had been passed on to the Chicago office 
and in turn to the New York office, and 
finally was converted into goodwill, by vir- 

(Continued on page 645) 
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Seen at the Critical Moment 


HE savings bank book is a document which always 

receives preferred attention from the owner. He 
guards it carefully, consults it frequently, and gen- 
erally has a very accurate idea of its contents both 
printed and written. Whatever the bank has caused 
to be printed on the book is sure to be read and re- 
flected upon by the customer. 

The savings bank book should therefore be an effec- 
tive place to print an appropriate warning against fake 
investments and hasty investments. If a set of simple 
rules for the safeguarding of the unwary were printed 
in bold type on each pass book many an account would 
be saved to the banks that otherwise would be lost 
and many a depositor would be saved from heartache 
and despair. 

If the 43,000,000 pass books that are now out in the 
United States each bore a positive warning, the fake 
stock business would have a serious obstacle in its way, 
for the very last act in many an investment tragedy is 
to take out that cherished bank book. 


The Tax on Fools 


TALY has a state lottery. By reason of its Febru- 
ary 12 drawing the state is richer by $5,000,000, 

and by the same token the people are poorer in a like 
amount and poorer still by reason of lack of attention 
to their ordinary affairs; and again poorer because of 
the acquisition of the gambling spirit. 

Some people over there, according to a cable dis- 
patch to the New York Times, call the lottery “the tax 
on fools,” but if ‘this designation is merited let it be 
remembered that here in America and in Europe gov- 
ernments and institutions in days gone by have im- 
posed the tax on fools and collected it too. 

The tax on fools, if such it be, everywhere has had 
one outstanding characteristic in that it is paid cheer- 
fully and promptly, while the tax on the wise, the 
thrifty and the prosperous is paid with halting steps 
and much grumbling. 

The lottery is an ancient institution. Florence, Italy, 
had one in 1530; about a generation later there was a 
lottery in England under the patronage of Queen Eliza- 
beth and in succeeding years the lottery grew in popu- 
larity throughout Europe until “in the eighteenth cen- 
tury all Europe succumbed to a veritable lottery mania.” 

The American colonies resorted to the lottery to get 
things done where funds were not otherwise available. 
Schools and churches thus were helped along. It is 
recorded that two of our most famous universities, 
Yale and Harvard, were on occasion the beneficiaries 
of lotteries. Eventually the evil effects of this form 
of gambling were recognized, as the losers are always 
in the majority, and both abroad and here this form of 
gambling was prohibited by law. But it is remarkable 
that this Italian lottery, the arch enemy of thrift, 
frugality and industry, should rise and take by storm a 
country that only recently entertained the International 
Thrift Congress. 


The evils which spring from a lottery are clearly 
illustrated by the nation-wide belief prevailing just 
before the Italian drawing referred to, in the powers 
of a one-armed seer. Five times he is said to have 
guessed in advance the lucky numbers. When he an- 
nounced the lucky numbers on the eve of the last draw- 
ing his prediction was broadcast over Italy and the 
lottery ticket booths were besieged by credulous people 
eager to purchase chances, but in this instance he 
appears to have been a false prophet. 

Yet, while we look askance on this spectacle of a 
state lottery let us not forget that all over the world 
people “bought tickets” in which the opportunities 
were not much better than in the old condemned game 
of chance. Buying some of the foreign currencies, only 
a little while ago, has been shown by subsequent events 
to have been nothing more than buying tickets in a 
big game of chance with everyone getting blanks and 
no one getting prizes, excepting perhaps the sellers. 


The New Revenue Bill 


HERE is no expectation that the revenue bill 

which President Coolidge signed on February 26 
will mark the opening of a new chapter of prosperity 
but there is nevertheless something significant in the 
general approval of the measure and general satis- 
faction with Congress over enacting it in time to give 
the new and more favorable basis for computing the 
returns to be made on March 15. 

Chief among the reasons for satisfaction of the law 
are the belief that the law is an advance in scientific 
taxation, and also that the law has been enacted with 
due respect to public opinion. 

Next in point of satisfaction is the hope, if not the 
faith of many that the lessened taxes will promote the 
expansion of business. 

By the new law, it is estimated, that there will be 
relieved from paying taxes about 2,300,000 persons who 
last year paid on their incomes. Provisions of the law 
of special interest to bankers are explained in a review 
of the bill by General Counsel Paton, published in this 
issue of the JOURNAL. 


Revealed by the Strike 


F prices and events in the coming months do not 
indicate that the public is paying for the cost of the 

recent coal strike, then it will indeed have been a 
“peace without victory,” as the settlement has been 
designated. 

Notwithstanding the tremendous loss to the direct 
participants, and to the consumers, and the incidental 
losses such as the depression of trade in related or 
dependent lines, and the great damage to fine fabrics, 
notable in New York City, from the soft coal soot, the 
strike has not been without certain educational values 
—scant though that consolation may be. 

The public, each individual specializing in his own 
vocation, and taking the rest of life for granted, got 
an inkling of the fact that after all we are a dependent 
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people, each individual depending on many others, 
and that an organized minority may exert power and 
influence far-reaching in its uncomfortable effects. But 
the public learned also that much of its suffering under 
high fuel prices and lack of fuel was because of habit. 
There were substitutes for anthracite and if necessity 
drove people to it, these substitutes could be used. 
Some of the substitutes were less acceptable than 
anthracite, and some were preferable. 

The miners learned that the dependence of the public 
on their work was not absolute. 

The operators learned of the degree of determina- 
tion on the part of organized labor. 

Economists and bankers had in this period a demon- 
stration of the thrift of the miners and their ability 
to take care of themselves, for it is reported from the 
Scranton district that savings accounts stood up well 
under the drain of unemployment. 

The strike was, as has been said, not without its 
educational value, but it is a solemn fact to reflect on 
that all this sacrifice of time and money, on the part 
of so many people, and all the study and reflecting 
on the part of many thinkers has apparently failed to 
make any appreciable advance toward a permanent 
solution. 


Thinks We are Provincial 


all that has happened in 
recent years, especially in finance, we are, it 
seems, tinged with provincialism. That is the con- 
clusion of T. E. Gregory (Sir Ernest Cassel, Reader in 
Commerce in the University of London) in a pamphlet, 
“The Present Position of Banking in America” which 
comes to us with an introduction by Walter Leaf, 
chairman of the Westminster Bank, Limited. 

“America,” says Mr. Gregory in the conclusion of 
his presentation, “is now the greatest exporting capital 
country in the world, and if this movement continues, 
profound reactions on the mentality of American 
bankers are to be expected. At present the tone of 
the American banker is overwhelmingly provincial, 
even in New York. And, if the attitude of the pro- 
fessional banker is likely to be modified by the trend 
of events, the attitude of the labor movement toward 
‘Wall Street’—an attitude of undisguised suspicion— 
is also certain to change as the remarkable labor bank 
movement extends and labor leaders are brought more 
and more into touch with the concrete realities of 
banking and finance. But the predominant impres- 
sions with which the student of banking returns from 
the United States are two in number. The first is a 
feeling of profound gratitude for the help and assis- 
tance which are extended to him in every part of that 
vast country ; the second is the feeling that the prestige 
of the Reserve System is much greater abroad than 
it is at home. The:present writer has heard the 
Federal Reserve System discussed many times: rarely, 
if ever, with approbation, often with extreme bitter- 
ness. That does not prove anything beyond the fact 
that the task of educating America to appreciate the 
benefits of a central banking system has hardly com 
menced.” 

In his introduction to the pamphlet Mr. Leaf also 
expresses his recognition of the value of the Federal 
Reserve System and its influence on the London rate 
of discount, and he, too, refers to that provincialism 
“which cannot but impress a British observer.” 

There should be no wincing over the appellation of 
provincialism, applied to us by our friends overseas, 


because here in the United States we have ready resort 
to the word in classifying our home friends. The 
residents of one locality are wont to regard the resi- 
dents of another locality as provincial though, perhaps, 
they love them the more for it ; and the small-town man 
from afar who studies New York City almost invari- 
ably runs across some resident of the city who con- 
vinces him that the other millions of New Yorkers 
are provincial. 

But assuming a new position as the money market 
of the world, we can do better than wince—we can 
find out what it is that is wanting in our vision, or 
understanding, which gives the British observer this 
impression, and then, if it be the wise thing to do, 
take steps to rise above our provincialism. 

But there is another and a broader consideration of 
provincialism than that of mere complimentary or un- 
desirable classification, and from this broader considera- 
tion we may come to the question, “Has not this quality 
which is now called ‘provincialism’ had something to 
do with making this nation what it is?” 


Prohibition and the Census Count 


PRELIMINARY report of the Census Bureau 

on its count of prisoners for the year 1923, 
when compared with 1910, furnishes an interesting bit 
of evidence of the working of prohibition. 

On January 1, 1910 there were, for each 100,000 
persons in the nation, 121.2 prisoners in penal institu- 
tions ; on the corresponding date in 1923 there were for 
each 100,000 persons but 99.7 prisoners. Expressed 
in percentage the decrease in the number of prisoners 
was 17.7 per 100,000. 

In 1910 there were 170,941 commitments for 
drunkenness but in 1923 the number of commitments 
for drunkenness had dropped to 91,367 or a decrease 
of 55.3 per cent. 

That there is a backwash of crime due to prohibition 
is fully evident but the Census Bureau figures, particu- 
larly the latter set, may be taken ‘as an interesting 
refutation of the oft-repeated claim that prohibition 
has failed. 


Bought on Installments 


HE 1924 value of that part of the products of 
T eight industries which were sold on the install- 
ment plan is given by the Farmers Loan and Trust 
Company of New York in a survey which it has re- 


cently made of this growing practice. The total is 


given at $3,293,411,878. 

The eight items producing this sum are as. follows: 
Automobiles, $2,182,561,878; washing machines, $66,- 
000,000; vacuum cleaners, $44,850,000; phonographs, 
$56,000,000; furniture (approx.), $765,000,000 ; 
pianos, $40,000,000; jewelry, $100,000,000; radio, 
$39,000,000. | 

Installment buying in its present magnitude cannot 
be safely classified as an unmixed evil or as an un- 
alloyed boon to business until its reactions have been 
experienced in times other than .those of general pros- 
perity such as the country is now enjoying, but it is 
quite evident that it has possibilities of danger if 
extended too far. 

“As we view the situation,” says the Trust Company, 
“installment buying in the final analysis has as its basic 
problem the question of credit extension.” 
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A Pictorial Review of Passing Events 


— 


A Bunch of Tough Customers— 
Hanny in the Philadelphia Inquirer. 


Will O’ The Wisp—Sykes in the 
Utica Daily Press. 


Too Much Dough—Chapin for the 
New York Tribune syndicate. 


For Better, or For Worse?—Temple 
in the New Orleans Times-Picayune. 
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Taking the Sap Out of It—Cargill in 
the Portland Express and Advertiser. 
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Going Too Far—Brown in the New 
York Herald Tribune. 


\ \ 
\ 

j 


We Hope They Never Dig It Up 
Again—Hanny in the Phila. Inquirer. 


Help Wanted—Sykes in the New 
York Evening Post. 


Already Bearing Fruit—Hall in the 
Bangor News. 
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The Field for Bankers’ Acceptances 
in Domestic Trade 


By E. E. AGGER 


Associate Professor of Economics, Columbia University 


Differences Between Banker’s Acceptance and the Trade Ac- 
ceptance. Reserve Board Distinctions. Practice in Discounting. 


Tendency Toward Concentration of the Market. 


Extension of 


Credit Must Be Taken From Sellers—Handled By Credit Experts. 


N a recent issue of the Acceptance 

Bulletin the hope was expressed that 

something might be done further to 

encourage the use of the banker’s ac- 
ceptance in domestic trade. An analysis of 
our present economic situation would seem 
to indicate that the time were ripe for the 
realization of this hope. The questions that 
arise, however, are whether the necessary in- 
terest in the matter can be aroused, whether 
the requisite specialized ability can be de- 
veloped and whether a practically successful 
technique can be devised. 

The widespread and earnest campaign ini- 
tiated some ten years ago in support of the 
trade acceptance has brought only insignifi- 
cant practical results. Today the actual use 
of the trade acceptance is narrowly re- 
stricted. In some lines the experience with 
this instrument has been discouraging. Thus 
in its 1920 report the Federal Reserve Bank 
of Boston said: “The development of the 
use of the trade acceptance—at least the 
domestic trade acceptances—unlike that of 
the bankers’ acceptances does not appear to 
have been entirely satisfactory. That they 
have been misused there is little question, 
and for the most part the banks in the dis- 
trict do not feel any more favorably dis- 
posed, if as much so, to encourage their use 
than in the past.” 


The Underlying Credit 


Procedure 


A’ important need in connection with the 
development of a banker’s acceptance 


practice is a clear understanding of the 
theory of credit procedure which it repre- 
sents. There is a sharp and important differ- 
ence between bankers’ and trade acceptances 
from this point of view. Too commonly the 
presumption prevails that this difference is 
merely one of detail. Instead there exists 
between them a vital difference of credit 
procedure. It is the purpose of this paper to 
demonstrate this difference as well as to 
show that there is sound basis for the hope 
that in time a satisfactory technique for the 
application of the banker’s-acceptance prin- 
ciple can be developed. 

The trade acceptance is officially defined 
as a “draft or bill of exchange drawn by 
the seller or the purchaser of goods sold 
and accepted by such purchaser.” The 
banker’s acceptance on the other hand, is 
defined as a “draft or bill of exchange of 
which the acceptor is a bank or trust com- 


pany, or a firm, person, company, or cor- 
poration engaged in the business of granting 
bankers’ acceptance credits.” 

These definitions indicate clearly a marked 
difference in the nature of the two types of 
acceptances. The trade acceptance is a draft 
or bill of exchange drawn by the seller of 
goods on the buyer. In other words, it 
represents an extension of credit for which 
the seller alone is responsible. To what- 
ever extent he may have knowledge about 
the buyer’s personal credit-standing and 
about conditions in the market where the 
buyer cperates, it is the seller of goods who 
is the arbiter of the credit involved. He 
determines whether the buyer shall have 
credit, for what amount, for what particular 
goods and for what period of time. The 
trade acceptance represents, therefore, the 
embodiment, in an instrument, of credit ex- 
tended in first instance by the seller of goods 
to the buyer. 


By Previous Arrangement 


HE banker’s acceptance, on the other 

hand, is a draft or bill of exchange ac- 
cepted by a banker. So defined, the banker’s 
acceptance can be used in purely investment 
or in financial operations as well as in com- 
mercial transactions, but in the present dis- 
cussion interest centers in its use in com- 
merce as an instrument comparable with the 
trade acceptance. When used in financing 
a shipment of goods the banker’s acceptance 
is originally drawn by the seller of the goods 
on a banker who by previous arrangement 
with the buyer has agreed to make himself 
finally responsible for the payment of the 
instrument at maturity. 

It is this necessary previous arrangement 
which completely differentiates the banker’s 
from the trade acceptance. The previous 
arrangement implies that the banker is so 
satisfied with the buyer’s whole position in 
the given transaction that, as an originally 
disinterested outsider, he is willing, for a 
consideration, to guarantee final payment. 
This means not only that he is satisfied as 
to the buyer’s integrity and capacity as a 
business man, but also that he is more or 
less completely familiar with the market in 
which the buyer operates and with the pos- 
sibilities of profitably handling in that mar- 
ket the particular goods involved. If the 
banker were convinced that the goods de- 
sired by the buyer offered little prospect of 
profitable sale or utilization he would cer- 
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tainly use his influence to dissuade the buyer 
from making the purchase, or he might even 
altogether refuse to accept the draft. Of 
course, in practice even bankers’ acceptances 
are drawn under “lines of credit” extended 
to clients, and bankers do not undertake to 
supervise individual purchases or shipments, 
but that is because the clients have proved 
by their success that their judgment with 
respect to purchases can be trusted. Theo 
retically, however, the banker’s acceptance 
represents an instrument embodying credit 
for the original extension of which full 
responsibility devolves upon a banker or 
upon a similar credit specialist. As a spe- 
cialist in credit extension the acceptor is 
presumably sufficiently expert to justify the 
assumption by him of ultimate financial 
responsibility for the transaction. 

Summing up, therefore, what has thus 
far been considered, it may be said that the 
trade acceptance represents credit controlled 
and extended by the seller of goods, while 
the banker’s acceptance represents credit 
controlled and extended by a disinterested 
and expert third party. 


Reserve Board Distinctions 


HIS distinction is clearly recognized by 
the Reserve Board itself in its regulation 
bearing on the “open market” purchases of 
the two kinds of paper by the Reserve Banks. 
No such recognition was necessary in “re- 
discounting” operations because, as far as 
the Reserve Bank is concerned, the member 
bank’s indorsement raises all paper to the 
banker’s acceptance status. But in the opei 
market purchase the Reserve Bank acquires 
the paper in its original form. Hence the 
Board stipulates in its regulation that “un- 
less indorsed by a member bank,” a trade 
acceptance is not eligible for purchase “un 
til a satisfactory statement has been fur 
nished of the financial condition of one or 
more of the parties thereto.” The member 
bank’s acceptance of a bill, however, puts 
the bill from the outset on a plane which 
is supposed to render further statements un- 
necessary. Hence the Board provides that 
member-bank acceptances, otherwise eligible 
(i.e. of proper maturity and drawn for com- 
mercial purposes) may be freely purchased 
by the Reserve Banks in the open market. 
The discounting of trade and bankers’ 
acceptances further illustrates the dis- 
tinction between them. On the average, 
(Continued on page 656) 


The Revenue Act of 1926 


THOMAS B. PATON 


General Counsel, American Bankers Association 


Certain Features of the Law of Especial Interest to Bankers. 
Gift Tax Repealed. Estate Tax Retained in Modified Form. 
Publicity Provisions Eliminated. Repeal of Capital Stock and 


Increase of Corporation Income Tax. Repeal of Stamp Tax. 


ONGRESS has passed and the 
President on February 26 has ap- 
proved the Revenue Act of 1926, 
effective, unless otherwise specially 
provided, on the day of approval. It takes 
the place, in the main, of the revenue act 
of 1924 but certain provisions of the former 
act remain in force for the assessment and 
collection of taxes imposed by that act 
and prior acts including interest, penalties 
and forfeitures. Its general effect is the 
reduction of the tax burden, estimated at 
$381,000,000 for this calendar year and 
$343,000,000 for the next year. 

The rate of normal tax on individual in- 
comes of residents has been decreased from 
2 per cent to 1% per cent on the first $4,000, 
from 4 per cent to 3 per cent on the next 
$4,000, and from 6 per cent to 5 per cent 
on the remainder. The general rate for 
non-resident aliens is 5 per cent with rates 
of 1% per cent and 3 per cent respectively, 
upon the first and second $4,000 of income 
attributable to wages, salaries, professional 
fees or other amounts received as compensa- 
tion for personal services actually performed 
in the United States. he maximum allow- 
ance for earned income is increased from 
$10,000 to $20,000. The personal exemptions 
allowed individuals are increased from $1,000 
to $1,500 for single persons and from $2,500 
to $3,500 for a married person or head of 
family, the allowance for dependents of 
$400 remaining the same. Nonresident aliens 
are allowed a credit of $1,500 instead of 
$1,000. 

In the matter of surtaxes, the provisions 
of the present law are reenacted (no surtax 
or net incomes of $10,000, 1 per cent on the 
next $2,000 and an additional 1 per cent for 
each additional $2,000) until we reach net 
incomes of $26,000; then the rates on higher 
graded incomes are reduced until a maxi- 
mum surtax of 20 per cent is imposed on 
all net incomes in excess of $100,000 as com- 
pared with a maximum of 40 per cent on 
all net incomes in excess of $500,000 under 
the revenue act of 1924. 

Certain features of the law of especial 
interest to bankers will be referred to 
briefly. 


Estate and Gift Taxes 


HE American Bankers Association 

adopted a resolution at the Atlantic City 
convention in favor of the repeal of the 
estate and gift taxes and through its Com- 
mittee on Federal Legislation and the Spe- 
cial Committee on Taxation of the Trust 
Company Division has urged such repeal 
upon committees and members of Congress. 


The association has also urged the enact- 
ment of retroactive provisions making the 
1921 rates apply to estate and gift taxes 
under the 1924 law. Under the revenue act 
of 1926, the gift tax is repealed as of Janu- 
ary 1, 1926, and the rates during the period 
the gift tax law was in force have been 
changed to the rates of the 1921 estate tax, 
with appropriate provisions for refunds 
without interest. 

The estate tax, howeves, has been retained 
in modified form, coupled with retroactive 
provisions, that is to say, the maximum rate 
on estates over $10,000,000 has been reduced 
from 40 per cent to 20 per cent, the credit 
of the amount of inheritance taxes paid to 
any state has been increased from 25 per 
cent to 80 per cent, the exemption has been 
increased from $50,000 to $100,000, and the 
rates during the period the 1924 act was in 
force, have been changed to the rates of 
the 1921 act with appropriate provision for 
refunds without interest. 

The new estate tax became effective on 
the enactment of the revenue act of 1926. 


Publicity 


CTIVE efforts were made by the Amer- 
ican Bankers Association for the repeal 
of the objectionable publicity provisions con- 


President Coolidge signing the new Revenue Act. 


tained in section 257b of the revenue act of 
1924. It was contended before the House 
Ways and Means Committee that this sec- 
tion had been capitalized by unscrupulous 
salesmen in the selling of stock, by news- 
papers throughout the country, by men seek- 
ing to sell real estate and by organizations 
which have made a business of compiling 
lists of various classes of people and that 
the misuse of the information thus acquired 
has far outweighed any supposed benefits 
that might legitimately be derived from 
publicity. It is pleasing to note that both 
Houses of Congress have united in repeal- 
ing this objectionable provision. The repeal 
took effect on the enactment of the revenue 
act of 1926. 


Repeal of Capital Stock and 
Increase of Corporation 
Income Tax 


HE Revenue Act of 1926 has repealed 

the capital stock tax, effective June 30, 
1926. At the same time it has increased the 
rate on corporation incomes from 12% per 
cent to 13 per cent for the calendar year 
1925 and to 13% per cent for the calendar 
year 1926 and thereafter. 

Our Association favored the repeal of the 


Standing back of him, left to right, 


are: Senator Simmons of North Carolina; Rep. Garner, of Texas; Senator Smoot, of 
Utah; Rep. Tilson, of Connecticut; Rep. Green, of Iowa, and Secretary of the Treasury 
Mellon. 
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capital stock tax but opposed any increase 
in the tax on corporation incomes. At the 
hearing before the House Ways and Means 
Committee it was pointed out that the less 
than 500,000 corporation taxpayers of the 
country pay a larger amount of the entire 
income tax than over 7,000,000 individual 
income taxpayers and that as a_ general 
proposition the tax on the same amount of 
income paid by the corporation is much 
larger than the tax would be if the income 
were allocated to the individual stockholders 
of the corporation; that the banks of the 
country are peculiarly affected because while 
the ordinary corporation, overburdened by 
income taxation, can dissolve and the stock- 
holders carry on the business as individuals, 
the banking corporation cannot so dissolve 
but must continue as a corporation. 

The intent of the law, as passed, is to 
equalize the loss of revenue from the capital 
stock tax by increasing the corporation in- 
come tax. Under the new law a corporation 
with large capital and small income will 
benefit but the corporation with small capi- 
tal and large income will have its tax in- 
creased. 


$300 Exemption of Income 
from Building and Loan 
Associations 


HE Revenue Act of 1926 excludes from 

gross income (Sec. 213(b)[10]) “the 
amount received by an individual as divi- 
dends or interest from domestic building 
and loan associations, substantially all the 
business of which is confined to making 
loans to members, but the amount excluded 
from gross income under this paragraph in 
any taxable year shall not exceed $300.” 
The revenue act of 1924 contained a sim- 
ilar exemption except that it was limited 
“to the amount received by an individual 
before January 1, 1927.” The effect of the 
new law is to remove the time limit and 
make this exemption perpetual. Our Asso- 


ciation opposed this exemption before both 
House and Senate on the ground that it 
was an unjust discrimination against de- 
positors of savings in banks and urged its 
repeal or, as an alternative, that it be ex- 
tended to income received by depositors oi 
savings. Statistics show that a considerable 
number—probably a majority—of depositors 
in building and loan associations make such 
deposits practically as investments for in- 
creased return and not for the building of 
homes. Reports have been received from 
banks in different parts of the country which 
indicate that building and loan associations 
are actively bidding, through advertisements, 
for savings accounts, offering to pay a much 
higher rate of interest than savings banks 
can afford to pay and are advertising this 
exemption as an inducement to depositors 
of savings to invest their deposits therein in 
preference to savings banks; pointing out 
the greater rate of interest they will re- 
ceive and the added advantage of the income 
exemption. Government aid to building 
and loan associations in their competition 
with banks which receive savings deposits 
is manifestly unfair and would seem to vio- 
late the spirit of the constitutional guaranty 
of equal protection of the laws. A number 
of members of Congress in both Houses 
individually expressed their views as opposed 
to this exemption but felt bound by the 
policy, adopted in both Houses, of support- 
ing the bill as reported by the committees 
without delaying its passage by the urging 
of minor amendments. Relief from this 
unjust provision must now come, if at all, 
through independent legislation. 


Stamp Taxes 


HE new Revenue Act repeals the stamp 

taxes (Title VIII Revenue Act 1924) 
effective on the expiration of thirty days 
after its enactment. Bankers will, there- 
fore, take note that beginning with March 
29 it will be no longer necessary to place 
stamps on bonds of indebtedness, capital 


stock issues, sales or transfers, conveyances, 
proxies, powers of attorney and all other 
documents included in Schedule A of Title 


VIII of the Revenue Act of 1924. 


In General 


NUMBER of changes have been made 

in the provisions relative to the Board 
of Tax Appeals and in the general admin- 
istrative provisions. It will be of no ad- 
vantage to attempt a detailed statement 
of these changes. New provisions have 
been added to the law, creating the office 
of General Counsel for the Bureau of In- 
ternal Revenue, to be appointed by the 
President by and with the advice of the 
Senate and abolishing the office of the So- 
licitor of Internal Revenue in the Depart- 
ment of Justice. The General Counsel is 
given a number of assistants. The new law 
also establishes a Joint Congressional Com- 
mittee on Internal Revenue Taxation to 
be composed of ten members, five each from 
the Committee on Finance of the Senate and 
the Committee on Ways and Means of the 
House. The duty of the joint committee 
will be to investigate the operation and ef- 
fects of the Federal System of Internal 
Revenue Taxes, the administration of such 
taxes and measures and methods for sim- 
plification; to publish from time to time 
for public examination and analysis pro- 
posed measures and methods for simplifica- 
tion of taxes and to make a definite report 
with recommendations to Senate and House 
not later than December 31, 1927. The 
committee will also report from time to 
time, to the Senate Ccmmittee on Finance 
and the House Committee on Ways and 
Means and in its discretion to the Senate 
or House of Representatives or both the 
results of its investigations together with 
such recommendations as it may deem ad- 
visable. The joint committee is given full 
power to subpoena witnesses and require the 
production of books, papers and documents, 
administer oaths and take testimony. 


Opinions of the General Counsel 


Organization of National Bank 
Directors 


HERE the by-laws of a _ national 

Bank provide for notice to the newly 
elected directors of the time when they 
must meet for the organization of the new 
board and the new board meets immediately 
after the stockholders’ meeting without op- 
portunity for notice to an absent director 
and transacts important business, a risk ts 
incurred that the business transacted may be 
held unauthorized unless such method of pro- 
cedure is sanctioned by long-continued cus- 
tom. It would be better, wherever it is de- 
sired to hold an organization meeting of 
directors immediately following an annual 
election, that the time and place be definitely 
so fixed by by-law, for in such case no no- 
tice to the directors is necessary. 


By THOMAS B. PATON 


From New Jersey—Some discussion has arisen 
in our Board of Directors regarding the proper 
time ior the newly elected Board to meet for 
organization. 

Our By-laws provide that “The Cashier, upon 
receiving the returns of the judges of election, 
shall cause the same to be recorded in the minute 
book of the bank and shall immediately, by mail 
or otherwise, advise the Directors elect of their 
election and of the time at which they are re- 
quired to meet at the banking house for the pur- 
pose of organization.” The By-laws then desig- 
nate “the Tuesday following their election at 
eleven o’clock in the forenoon” as the time for 
the newly elected Directors to meet for organiza- 
tion, 

I understand it to be almost the universal rule 
of National Banks to have the newly elected 
Board organize immediately succeeding the ad- 
journment of the annual stockho!ders’ meeting. 
This bank alone prescribes a weex later as the 
time for organization, and I would like to have 
your opinion regarding the necessity for the 
delay in the organization, and how and upon what 
justification banks organize without previous notice 
to the newly elected Directors of the time and 
place for organization. 

Of course, it frequently happens and has in 
our case, that one or more of the newly elected 
Directors are absent, say, in Florida for the 


winter, as one or more of our Directors have 
been at times. It would seem to the writer that 
notwithstanding the expectation of reelecting the 
old Boar:! ent re, that every newly elected Director 
should have official notice of the time and place 
for organization. If all the newly elected were 
present anl ro future date designated for organi- 
zation, t/ere cou'd be no objection to an immediate 
organization of the Board. On the other hand, 
however, an attempt to organize and transact busi- 
ness without giving an absent Director who has 
had no notice of his election an opportunity to 
attend, seems to me to be a distinct hazard that 
should not be invited, if possible to avoid. 


Opinion: ‘There is a basis for your con- 
tention that there is a certain degree of 
hazard in organizing a new Board of Di- 
rectors of a National bank and transacting 
important business immediately after the 
annual stockholders’ meeting when one or 
more of the newly elected directors are ab- 
sent without opportunity of notice to the 
absent director or directors, even though a 
quorum be present, unless authority to so 
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organize is conferred by the By-Laws of 
the bank or such immediate organization is 
sanctioned by custom. 

The general rule is that, if not inconsis- 
tent with the charter or governing law, the 
By-Laws of a corporation may fix the time, 
place and mode of holding and conducting 
directors’ meetings and the number which 
shall constitute a quorum. Hoyt v. Thomp- 
son’s Exr., 19 N. Y. 207. 

In the case of National banks, power is 
given the bank “to prescribe, by its Board 
of Directors, By-Laws not inconsistent with 
law regulating the manner in which its 
stock shall be transferred, its directors elected 
or appointed, its general business conducted 
** *” Rev. Stat. Sec. 5136. 

In a book of “Instructions of the Comp- 
troller of the Currency relative to the Or- 
ganization and Powers of National Banks,” 
a general form of By-Laws of National 
banks is recommended, subject to modifica- 
tion in any manner deemed expedient, not 
in conflict with law or the Articles of As- 
sociation. Section 1 of these By-Laws pro- 
vides for the regular annual meeting of 
shareholders for the election of directors 
and Section 2 provides as follows. 


Sec. 2. The cashier, upon receiving the returns 
of the judges of the elections as aforesaid, shall 
cause the same to be recorded upon the minute 
book of the bank, and shall notify the Directors 
elect of their election and of the time at which 
they are required to meet at the banking house 
of the bank for the purpose of organizing the 
new board. If at the time fixed for the meeting 
of the Directors elect there is, not a quorum in 
attendance, the members present may adjourn 
from time to time until a quorum is secured, and 
no business shall be transacted prior to taking 
the oath of office as prescribed by law. 


Assume that the above By-Law is typical 


of that adopted by many National banks 
and that the general custom of such banks 
is to organize the new Board of Directors 


and transact business immediately follow- 
ing the close of the annual meeting, it 
would seem that this could only safely be 
done if all the new directors were present. 
If one or more was absent and had been 
given no notice of the meeting, important 
business transacted might be unauthorized. 

In Farwell v. Houghton Copper Works, 
8 Fed. 66, the By-Laws of a corporation 
required its Secretary to give due notice of 
meetings of the Board of Directors. There 
were five directors, four of whom received 
notice of a directors’ meeting but the fifth, 
being temporarily absent from the state, was 
not notified nor was there any attempt made 
to notify him of the meeting. The court 
held that important action taken at this 
meeting from which the single director was 
absertt was unauthorized. It said: 

“There had been no meeting of the Directors 
tor many months; there was no custom to hold 
Directors’ meetings on given days, and no rule 
that business might be transacted whenever a@ 
majority should be present. On the contrary, the 
only by-law on the subject requires a notice of 
Board meetings. In such a condition of local 
statute and regulations of the company, no_busi- 
ness could be transacted by a majority without 
notice first given to every Director. A Director 
not present would be entitled to the opportunity 
of being present and participating in the business 
of the meeting. Failure to give him notice not 
only deprived him of such opportunity, but prac- 
tically excluded him from all participation in the 
business transacted. It would hardly be contended 
that a meeting of Directors, at which the ma- 


jority excluded the minority, could legally transact 
business affecting the corporation.” 


But in American Exchange National Bank 
v. First National Bank, 82 Fed. 961, it was the 


custom of the Board of Directors of a Na- 
tional bank, in addition to two or three 
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regular meetings during the year to hold 
other meetings, entirely informal, during 
business hours and whenever a sufficient 
number of directors were present. All of 
the directors except one who was absent 
from the state signed a guaranty note as 
an obligation of the bank, thereby intending 
to ratify the previous action of the Cashier 
in incurring a loan for the bank. The trial 
court refused to instruct the jury that, un- 
less all of the members of the Board of 
Directors were present or notified to be 
present, any action taken by the Board in 
connection with the loan would not be bind- 
ing on the bank, without the further quali- 
fication subjoined that, if any member of 
the Board of Directors was absent and 
beyond the reach of notice within a reason- 
able time, a valid meeting of the Board 
might be held without his being present, or 
without his being actually notified, so long 
as a quorum of the board were present or 
were notified. The court explained to the 
jury that the By-Laws did not, nor did the 
law, prescribe the kind of notice; “that a 
good notice might be given by a writing 
specifying the time and place and object of 
the meeting, delivered to or sent by mail to 
each of the directors, or a messenger might 
be sent to notify the directors to meet, or 
they might notify each other of the time 
and place of meeting, or if the directors 
had a stated time for meeting, which they 
all knew about, a meeting held at that time 
and that place would be deemed a meeting 
of which all had notice; and if it was the 
regular custom, pursued for a number of 
years, for the directors to hold a meeting 
and transact the business of the bank at the 
banking house during business hours when- 
ever a sufficient number were present, that 
custom would carry with it a notice to each 
of the directors of a meeting to be held 
within the business hours of the bank for 
transacting the banking business and when- 
ever a sufficient number were there assembled 
and took action upon the business of the 
bank within the powers of the Board of 
Directors, it would be deemed a meeting 
held, of which all the members of the 
Board had _ notice.” 

The Circuit Court of Appeals held that 
this instruction was proper and correct. It 
cited decisions to the effect that a corpora- 
tion is bound where a quorum of the direc- 
tors meet and unite in any determination 
whether the other directors are or are not 
notified and it said that the evidence in the 
case clearly showed it was the custom of 
the directors to hold meetings whenever they 
deemed the same necessary; that they gen- 
erally held informal meetings during busi- 
ness hours whenever there was a sufficient 
number to constitute a quorum and that all 
the directors were aware of this custom. 
In the light of this evidence the court was 
justified in refusing to instruct the jury that 
the action taken by the Board without no- 
tice to the absent member, was not binding 
on the bank. 

It will be seen from the above that the 
courts are not entirely uniform, but there 
is sufficient in the authorities to indicate 
that where the By-Laws of a National bank 
require notice to be given to directors of 
their election and of the time and place 
of meeting for the purpose of organization, 
there would be a certain degree of hazard 
in holding such meeting immediately after 
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the annual election where one or more of 
the newly elected directors is absent and 
cannot be notified. 

Your own By-Laws cover this hazard by 
designating “the Tuesday following their 
election at eleven o’clock in the forenoon.” 
If it is desired to have the newly elected 
Board organize immediately succeeding the 
adjournment of the annual stockholders’ 
meeting and avoid any hazard in so doing 
by reason of the absence of a newly elected 
director, I see no reason why this cannot 
be so provided by the By-Laws. If the 
time and place is fixed by the By-Laws, 
notice of the meeting is not necessary. See 
for example, Whitehead v. Hamilton Rub- 
ber Co., 27 Atl. (N. J.) 897; Holcombe v. 
Trenton White City Co., 82 Atl. (N. J.) 
618. Unless the By-Laws so provide, or 
there is a settled custom which would have 
the force of a By-Law, there is a certain 
amount of hazard in organizing the newly 
elected Board of Directors and transacting 
business immediately following the adjourn- 
ment of the stockholders’ meeting where one 
or more of the newly elected directors are 
absent and no notice of such meeting can 
be given them. 


When Note and Deed of Trust 
Outlawed in Missouri 


Under the law of Missouri a note secured 
by a deed of trust is outlawed in ten years 
unless kept alive by the payment of interest; 
and in the event the note is kept alive for 
a period of twenty years, it ts necessary 
that the deed of trust be itself revived be- 
fore the expiration of said twenty years by 
the filing of an affidavit showing the amount 
due. 


From Missouri—When does a note secured by 
a deed of trust outlaw? Also if the interest on a 
note secured by a deed of trust is paid each year, 
will it continue to be good so long as the interest 
is paid or is it necessary that the deed of trust be 
renewed? 

1. A note secured by deed of trust is out- 
lawed in Missouri in ten years. 

§1316 Rev. Stat. Mo. (1919) provides that 
an action upon any writing whether sealed 
or unsealed for the payment of money or 
property shall be commenced within ten 
years. 

It has been held that any writing which 
expresses or implies a promise to pay money 
or property is barred in ten years whether 
payment is to be certain or contingent. Gross 
v. Watts, 206 Mo. 373, 397; 104 S.W. 30. 

2. If the interest on a note secured by a 
deed of trust is paid each year, payment of 
interest will postpone the running of the 
statute so long as the interest is paid. See 
Johnston vy. Ragan, 178 S.W. 167 where in- 
dorsement of payment of interest on a note 
was made by the maker before action was 
barred by the statute and it was held that: 

“The proof of the credits of payments is ample 
in itself to take the debt out of the statute, and 
hence sufficient to continue the lien of the deed of 
trust against the land, for the reason that the 
deed of trust was but an incident to the notes, 
and in contemplation of law and by statute, it ran 
with them and ceased to have any potential force 
when they were paid.”’ 

And in the case of Krause v. Spurgeon, 
256 S.W. 1072, it was held the limitation 
should be reckoned from the date of pay- 
ment of interest on note to one part owner 
thereof. 

3. But before the end of twenty years it 
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is necessary that the deed of trust itself 
be revived, that is to say the right of fore- 
closure thereof preserved, by the filing of 
an affidavit as indicated by Section 1320 Mo. 
Rev. Stat. (1919) as amended, Laws 1921, 
p. 202, which provides that: 


“No suit, action or proceeding under power of 
sale to foreclose any mortgage or deed of trust, 
to secure any obligation to pay money or property, 
shall be kad or maintained after such obligation 
has been barred by the statutes of limitation of 
this state; nor in any event after the lapse of 
twenty years from the date at which the last 
maturing obligation secured by the _ instrument 
sought to be foreclosed is due on the face of such 
instrument unless before the lapse of 
said twenty years the owner of the debt thereby 
secured or some person for him shall file an afh- 
davit duly verified, or file an instrument in writing 
acknowledged as deeds are required to be ac- 
knowledged in order to entitle them to record in 
this state, showing the amount due and owing 
thereon.” 


Proxy Voting of Bank Stock 


HE right of a stockholder to vote by 

proxy is very generally conferred by 
constitution, statute or by-law and in Ver- 
mont the statute provides that it may be 
defined by the articles of association or by- 
laws. Answers to specific inquiries are (1) 
unless restricted by its terms or by statute 
or by-law a proxy continues in force until 
revoked. Unless coupled with an interest 
it may be revoked at any time; (2) where 
stock is held by a trustee, he has the right 
to vote same or appoint a proxy in the ab- 
sence of contrary provision of law or trust 
agreement; (3) where stock in one corpora- 
tion is lawfully owned by another corpora- 
tion it is customary for the owner corpora- 
tion to give a proxy to an officer to vote its 
stock; (4) the right of a non-resident stock- 
holder to vote in person or by proxy is gov- 
cerned by the law of the state of the corpora- 
tion and not of the state of his residence. 
_ From Vermont—Can you give me information 
in regard to proxies, particularly bank stock 
proxies in Vermont? Specifically, how long is 
a proxy in force in Vermont without renewal? 
Who is entitled to vote stock issued in name of a 
person as trustee for another? In recording the 
vote of a meeting should the votes of corporate 
owners be recorded as proxy or personal votes 
when said stock is represented at the meeting by 
an officer of the corporation owning the stock? 
In cases where stockholder resides in another 
state, the laws of which state would govern (the 
law of the state in which the bank is located or 


the law of the state in which the stockholder 
resided) ? 


Opinion: Under the common law, a stock- 
holder is required to vote in person, except 
in case of stock held jointly, but the right 
to vote by proxy is now very generally given 
by general constitutional or statutory pro- 
visions, or by charter, or is conferred by the 


By-Laws of a corporation. In 
General Laws 1917 provide: 


“Sec. 4917. The articles of association or by- 
laws may define a quorum of the directors or 
trustees, and of the stockholders or members, and 
may defire the right of stockholders to vote by 
proxy. Such articles may define the rights of 
stockholders respecting voting, and may provide 
that each stockholder shall have one vote for 
each share of stock held by him, or that each 
stockholder shall have but one vote, regardless of 
the amount of stock held by him, or that the 
holders of a class or classes of stock shall not be 
entitled to vote. 

“Sec. 4918. In the absence of such provisions, 
a majority of the directors or trustees shall be 
a quorum; a majority of the stock, or, if the 
corporation has no stock, of the members, shall 
be a quorum; each share of stock shall entitle the 
holder to one vote; and such vote may be cast 
under a written proxy duly filed with the clerk.’’ 


In case of National banks, the Federal 
statute provides that: “shareholders may 
vote by proxies duly authorized in writing, 
but no officer, clerk, teller, or bookkeeper 


Vermont, 
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of such association shall act as proxy; and 
no shareholder whose liability is past due 
and unpaid shall be allowed to vote.” (U. 
S. Rev. Stat. §5144 [Comp. Stat. §9682].) 


Taking up your specific questions : 

1. How long is a proxy in force in Ver- 
mont without renewal? A proxy to vote 
stock, like any other power of attorney, re- 
mains in force until revoked, unless it is 
limited by its terms or by some provision 
of statute or by-law. Unless coupled with 
an interest, it is revocable at any time. In 
some states, there are statutes which pro- 
vide that no proxy shall be voted after a 
certain length of time after its date, or 
where not executed within a certain time 
prior to the meeting, or shall not be used at 
more than one annual meeting. I find no 
such statute in Vermont and unless there is 
some contrary provision in the articles of 
asscciation or by-laws of the bank or other 
corporation, a general proxy to vote stock 
at any and all elections of directors would 
hold good until revoked. See, for example, 
Venner v. Chicago City R. Co. 101 N.E. 
(Ill.) 949 where the court says: “Unless 
restricted by its terms or by some statutory 
provision, a proxy confers upon the grantee 
a discretion, unlimited either in character or 
in duration, until revoked.” 

2. Who is entitled to vote stock issued in 
the name of a person as trustee for another? 
Generally speaking, the trustee is entitled 
to vote the stock as the holder of the legal 
title. However, the cestui que trust, in a 
proper case, may object and take steps 
to have the stock registered in his name. 
Farmers Loan & Trust Co. v. Young, 54 
Fed. 759. Statutes in some states expressly 
provide that persons holding stock as trus- 
tees shall have the right to vote. Sometimes 
the right to vote as between trustees and 
beneficiary may be determined by the in- 
strument creating the trust; and a trustee, 
of course, is bound by restrictions in such 
instrument. See, for example, Clomes v. 
Miller, 47 Atl. (N. J.) 345; Byington v. 
Piazza, 115 N. Y. Supp. 918. Where a 
trustee is entitled to vote the stock, he may 
give a proxy and joint executors or joint 
trustees may give a proxy to one of their 
number. Scanlon v. Snow, 2 App. Cas. 
(D. C.) 137. 

3. A corporation having statutory power 
to purchase and hold stock of another cor- 
poration has the right to vote the same, 
equally as any other stockholder. Bigelow 
v. Calumct & Hec. Min. Co. 167 Fed. 721. 
It is quite customary, I understand, for cor- 
porations owning stock in another corpora- 
tion to execute a proxy to a particular officer 
or other person to vote the stock, and in such 
case it doubtless should be recorded as a 
proxy vote. See, for example, Georgia Granite 
R. Co. v. Miller, 87 S.E. 897. But where no 
formal proxy is issued and an officer of a 
corporation, duly authorized by resolution 
of the Board of Directors, appears at the 
meeting and votes the stock, probably it 
should not be so recorded. 

4. The right of a nonresident stockholder 
of a Vermont bank or other corporation to 
vote in person or by proxy would be gov- 
erned by the law of Vermont and not by 
the state of his residence. In Detwiler v. 
Commonwealth, 18 Atl. (Pa.) 990 and Rob- 
inson v. Hemingway, 18 Atl. (Pa.) 992 it 
was held that a nonresident of Pennsylvania 


might become a stockholder in a Pennsyl- 
vania corporation with all the rights and 
privileges of such stockholder, in the ab- 
sence of a provision of the charter or gen- 
eral law requiring stockholders to be citizens 
of the state, but such stockholder was bound, 
equally with resident stockholders, by the 
regulations of the corporation as to method 
of voting and proxies. The charter or 
general law may, however, exclude non- 
resident stockholders. In an early decision 
in Vermont (1856) it was held that a 
transfer of bank stock 10 citizens of Ver- 
mont by a nonresident holder, for the purpose 
of enabling them to vote under the statute, 
without any real change in ownership, does 
not make the transferees legal voters. State 
v. Hunton, 28 Vt. (2 Williams) 594. At 
that time the general banking law of the 
state provided that no stockholder residing 
out of the state shall, either personally or 
by proxy, vote in meetings of the corpora- 
tion. I find no such provision in the exist- 
ing statutes of Vermont. The only analogous 
provision is one relating to savings banks 
which provides: “a person shall not continue 
to be a member after removing from the 
state.” General Laws Vermont Sec. 5425. 


Convention Calendar 


STATE 
ASSOCIATION 


Florida 
Arkansas 


North Carolina 
Mississippi 
Oklahoma 
Maryland 
Georgia 
Tennessee 
Missouri 
Kansas 
Alabama 
Texas 
Pennsylvania 
Atlantic City, N. J. 
Del Monte 
Gearhart-by-the-Sea 
Wausau 
Walla Walla 
Richfield 
S.S. “Noronic” 
Springfield 
Roanoke 
New London 
South Poland 
Sioux City 
Quebec, Canada 
Grand Forks 
Glenwood Springs 


Butte 
Sheridan 
Rehoboth 
Lafayette 


Roswell 
Huntington 


PLACE 


Jacksonville 
Hot Springs 


Durham 


DaTE 
April 22-23 
April 27-28 
May 6-8 
May 11-12 
May 12-13 
May 12-13 
May 17-19 
May 17-19 
May 18-19 
May 20-21 
May 20-22 
May 25-27 
May 26-28 


Oklahoma City 
Atlantic City, N. J. 
Columbus 
Knoxville 
Excelsior Springs 
Wichita 
Montgomery 
Galveston 


May 26-29 
June 4-5 
June 7-9 
June 8-10 
June 11-12 
June 14-18 
June 17-18 
June 17-19 
June 18-19 
June 19 
June 21-23 
June 21-23 
June 22 
June 25-26 
July 15-17 
Sept. 
Sept. 2 
Sept. 21-22 
Oct. 22-23 


California 
Oregon 
Wisconsin 
Washington 
Utah 
Michigan 
Illinois 
Virginia 
Connecticut 
Maine 

Iowa 

New York 
North Dakota 
Colorado 


Montana 


— Wyoming 
Delaware 


Indiana 


New Mexico 
West Virginia 
May 3-6 Spring Meeting Executive 
Council, A. B. A. 
Pinehurst, N. C. 
A. B. A. Convention 
Los Angeles, Cal. 
Reserve City Bankers 
Atlanta, Ga. 
June 18-19-New England Bankers 
New London, Conn. 


Oct. 47 


April 28-30 


Supervising Trust Investments 


By H. F. WILSON, JR. 


Vice-President, Bankers Trust Company, New York 


Buying of Securities Must Be Made in Light of Requirements 


of Each Specific Trust. 
Sets Up to Review All Investments. 


The Machinery the Bankers Trust Co. 
Artificially High Price 


Now Being Paid for Present Legals Because of Small Supply. 


HE handling of trust investments 

always has been and always will be 

a highly specialized service and an 

exacting personal responsibility be- 
cause we are dealing with other people’s 
money and usually with the trust funds of 
those who can ill afford to lose anything in 
the way of either principal or income. 

If a loss is incurred by a bank or trust 
company in the conduct of its commercial 
business, it is not usually felt at all by de- 
positors and only indirectly by stockholders. 
Any loss of trust funds is usually felt im- 
mediately and directly by the beneficiaries 
because each trust is a separate entity. There 
is, consequently, necessity for special care 
in handling the investments of each parti- 
cular trust account on its own merits. Some- 
times in administering an estate it is neces- 
sary for the executor to sell at a loss specu- 
lative securities which it found in the estate 
but which it did not purchase, and of course 
executors and trustees do not guarantee that 
there will be no loss, but they cannot be too 
careful in studying every security which 
comes into their possession, and most cer- 
tainly should exercise every precaution in 
making any investments as trustee. 

Sometimes we are “damned if we do and 
we are damned if we don't,” but it is the 
chief duty of a trustee to preserve—not 
necessarily to increase—the trust fund, as 
many seem to feel. But this does not mean 
that all except securities legal for trustees 
should be sold regardless. Each trust must 
be treated on its own merits. A trustee is 
often justified in retaining securities already 
in a trust even if they are not of a quality 
which would be purchased with new money. 

The fact that services of this nature are 
being rendered by trust companies and banks 
on a constantly increasing scale undoubtedly 
has a reason behind it, apart from the well 
known advantages of permanence, respon- 
sibility, experience and availability which a 
trust company possesses but which an in- 
dividual usually does not. 


Need for Specialists 


T is the special business of a trust com- 

pany to administer trust funds. It is 
usually not the business of an individual, 
but merely a side issue or an effort to be 
of service to a friend, living or dead. Some- 
times with the best of intentions an in- 
dividual, through inexperience in handling 
investments, finds that he has done his friend 
more harm than good, simply because the 
handling of trust investments was an un- 
known art to the individual trustee. He 


may be a successful manufacturer or execu- 
tive, but the handling of trust investments 
is not his business and is so highly special- 
ized that it requires specialists to handle 
it properly. 

The investment of trust funds must al- 
ways be considered in the light of the re- 
quirements of each specific trust. Some- 
times a tax problem is present; sometimes 
it is absent. The beneficiaries may be either 
minors or adults; either residents of the 
United States or non-resident aliens; in- 
vestments may be restricted to those legal 
for trustees or as is now more frequently 
done, the trustee may not be restricted to 
the so-called “legal list.” Amortization may 
or may not be required and the proper pro- 
portion of premium and discount bonds 
should receive consideration, as well as the 
duration of the life of the trust. All these 
factors and many others have a bearing in 
the making of trust investments, entirely 
apart from the safety of the investments 
themselves, their maturity, diversification, 
taxability, marketability, and other features. 

Each bank and trust company, of course, 
has its own method of reviewing trust in- 
vestments and I have studied a good many 
which appeal to me as admirable. And 
all of us are constantly looking for im- 
provements. A brief description of the 
organization which we have in the Bankers 
Trust Company to handle our trust invest- 
ments, which we consider one of our great- 
est responsibilities, may prove of interest. 


Watching Security Movements 


UR sstatistical department is constantly 
studying and reviewing our trust se- 
curities in the following manner: 

Each account as a whole.—All trusts 
(with the exception of those donor con- 
trolled accounts which by the terms of the 
agreement creating them it is understood 
are not to receive review service) are re- 
viewed periodically (either on the initiative 
of a trust officer or a person beneficially in- 
terested in the account, or at the request of 
the statistical or trust departments them- 
selves). 

By securities—Our trust securities are in- 
dexed on cards and subdivided into groups, 
such as rails, public utilities, industrials, 
foreign governments, municipals, etc. These 
cards are reviewed once a month by the 
corresponding heads of the statistical de- 
partment; that is to say, the head of the 
railroad division reviews the rails, the head 
of the public utility division reviews public 
utility securities, etc., watching the situation 
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in each company and each industry, and 
from time to time consfdering the advis- 
ability of taking action on the securities held 
in trust. At frequent intervals such situa- 
tions are reconsidered in the light of any 
new developments which come to our atten- 
tion. Most banks and trust companies have 
ways of obtaining information which is not 
readily available to individuals, although 
neither can predict market fluctuations. 
Trust investments should be considered on 
intrinsic worth and market prices are only 
one of many factors. 

Irrespective of the manner of review, our 
statistical department is constantly bringing 
to the attention of the trust officers such 
problems as it feels should be submitted to 
the Trust Investment Committee, either with 
or without definite recommendations. 


Making Investment Recom- 
mendations 


FTER analysis by the statistical depart- 
ment, the next step is the consideration 
by a general sub-committee, under the lead- 
ership of our investment trust officer. This 
committee meets weekly two or three days 
in advance of the regular meeting of the 
main committee, studies safety first, then 
tax problems, proper diversification, best 
maturities for the terms of the trust, re- 
strictions as to investments—legals, non- 
legals, etc—and makes its definite recom- 
mendations to a main or central committee 
which likewise meets every week. 

The general sub-committee also makes its 
recommendations to the central committee 
covering suggested changes, sales and review 
of new estates or trusts. 
~The general sub-committee of seven in- 
cludes in its membership specialists for each 
group of securities and also official repre- 
sentatives of our other New York offices. It 
makes its definite recommendations to the 
central committee, which either approves or 
alters the recommendations of the general 
sub-committee. In this way, the main or 
central committee is relieved of many de- 
tails, yet it knows that the problems of 
safety, diversification, taxability, maturity, 
marketability, etc., have all been carefully 
considered before it is called upon to con- 
sider the specific investments and give its 
approval or other suggestions. The plan 
also has the advantage of training future 
members for the central committee without 
experimenting on the trust accounts. 

The same comments apply to the proposed 
sale of securities. 

(Continued on page 660) 
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The best bonds differ widely 


in their suitability 
for bank investments 


OND investment has grown 
rapidly among banks. It has 
thoroughly proven its suitability 
for secondary reserves, absorb- 
ing funds which previously had 
either been invested in short 
term maturities at a low rate of 
interest or in local commit- 
ments of a less liquid character. 


But the banker does not 


have quite the latitude of a pri- 
vate investor in purchasing 
securities. The fund he controls 
belongs in large measure to 
his depositors, whose cash de- 
mands must be promptly met. 


Bonds which would suit an 
investor might be entirely inap- 
propriate for a bank, and what 
suits one bank might be unfitted 
to another. Much depends 
upon the nature of deposits 


and also the maturity of loans. 


The problem is to obtain 
the right degree of security, 
marketability and yield for the 
particular needs of an individ- 
ual bank. Its solution depends 
upon an intimate knowledge 
of banking and of investments. 
Maturity and diversification al- 
so are factors to be considered. 


Halsey, Stuart & Co. have for 
years made a study of the in- 
vestment needs of banks of all 
sizes and types. We analyze hold- 
ings for them; build and rebuild 
their bond investment structure; 
help them plan a well balanced 
disposition of reserves. The ser- 
vice is thorough and complete. 
It is being used by hundreds of 
banks and is freely offered. 


May we be of service to you? 


HALSEY, STUART & CO. 


INCORPORATED 


NEW YORK 
14 Wall St. 


BOSTON 
85 Devonshire St. 


CHICAGO 
201 South La Salle St. 


ST. LOUIS 
319 North 4th St. 


PHILADELPHIA 
111 South 15th St. 


CLEVELAND 
925 Euclid Ave. 


DETROIT 
601 Griswold St. 
MINNEAPOLIS 
610 Second Ave.,S. 


MILWAUKEE 
425 East Water St. 


When writing to advertisers please mention the American Bankers Association Journal 
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Yy / SEEKING NEW BUSINESS ON OUR RECORD 


Experience 


XPERIENCE, in any busi- 

ness, is important, but in 
the banking business, which is 
the channel through which all 
other businesses are conducted, 
experience is imperative. The 
Chemical places at the disposal 
of its depositors the cumulative, 
uninterrupted experience of one 
hundred and two years! 


THE 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


B’WAY at CHAMBERS, FACING CITY HALL 
FIFTH AVENUE at TWENTY-NINTH STREET 
MADISON AVENUE at FORTY-SIXTH STREET 


Portland Conference 


HE many bankers who attended the 
Regional Conference under the auspices 
of the Savings Bank Division of the Amer- 
ican Bankers Association held at Portland, 
Oregon, February 25 and 26, listened to 
some very fine presentations of banking 


problems. 
Thomas F. Wallace of the Farmers & 


Mechanics Savings Bank, Minneapolis, 
Minn., and who is President of the Savings 
Bank Division, made an address at the 
opening on “An Ancient Practice and a 
Modern Profession,” in which he said: 

“We must voice strenuous and continu- 
ous insistence that all organizations doing 
a savings bank business, no matter under 
what name, be required to discontinue such 
business unless they consent to conduct it 
under supervision and regulation like that 
governing savings banks. 

“It behooves all of us, with our country 
enjoying a period of unexampled prosperity 
which has brought dangers all the more 
menacing because so insidious, that we re- 
cognize our obligations as community build- 
ers and exercise special care in purchasing 
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securities and making investments with the 
cash intrusted to us.” 

Mr. Wallace was introduced by John F. 
Daly, president Hibernia Commercial & 
Savings Bank, Portland, Oregon. 


NE of the best discussions of the con- 

ference was that presented by W. R. 
Morehouse, vice-president, Security Trust 
& Savings Bank, Los Angeles, in which he 
urged bankers everywhere to protect their 
customers against the wiles of unscrupulous 
promoters. 

Professor Carl Daken of the Department 
of Business Administration of the Univer- 
sity of Washington, Seattle, discussed in-' 
stallment buying, declaring that many people 
of the United States have now mortgaged 
their future to the extent of five billion 
dollars through installment buying and he 
said that the bankers of the country had pro- 
vided four billion dollars of the cash neces- 
sary to finance this deferred payment busi- 
ness. 


HE program also included discussions by 

A. A. Calkins, asst. vice-president, Se- 
curity Trust & Savings Bank, Los Angel: s, 
John F. Daly, president Hibernia Commer 
cial & Savings Bank, Portland, and Frank 
C. Bramwell, superintendent of State Bank- 
ing Department, Salem, Oregon, on depart 
mental banking; ‘Farm Loans,” by Eu- 
gene B. Favri, vice-president, Murphy- 
Favre Company, Spokane; “Handling Sol- 
diers’ Bonus Certificates,” J. Morrison, Wash- 
ington Mutual Savings Bank, Seattle; ‘Ad- 
vertising for Savings,” E. C. Sammons, v:ce- 
president United States National Bank, 
Portland; “Building and Loan Associations,” 
Will T. Wright, president, Bank of Oregon 
City, Oregon; “Clubs for Farmer Boys and 
Girls,” E. E. Faville, chairman, Agricul- 
tural Committee, Portland Chamber of 
Commerce, and C. D. Rorer, president, Bank 
of Commerce, Eugene, Oregon; “Bank 
Forms and Practices,” Paul A. Pfleuger, 
assistant vice-president, Humboldt Dank, 
San 
tary, Oregon Bankers Association; ‘“Build- 
ing Loans,” prepared by W. B. Bakewell, 
vice president, Mercantile Trust Company, 
San Francisco (but read in his absenc, 
by L. L. Benz of his institution), and A. J 
l‘iskin, vice-president of the Washington 
Mutual Savings Bank of Seattle; “Modern 
Devices for Savings Bank Work,” R. G. 
Smith, assistant vice-president of the Bank 
of Italy, San Francisco. 

At a banquet held on the evening of the 

first day the principal address was delivered 
by A. L. Mills, president of the First Na- 
tional Bank of Portland, in which he set 
out both the favorable and unfavorable busi- 
ness factors here and abroad and sounded 
a warning against the belief of perpetual 
prosperity at the high peak. 
* “In my belief we are approaching the peak 
of prosperity, and we do well before we 
reach the top to look to our brakes,” he 
concluded. “Doubtless, as most prophets say, 
business will be good for the first half of 
1926, and possible much longer, but it were 
well if each of you scan your investments 
closely, remembering the greater the rate 
of interest, the greater the risk. Look closely 
to the values on which you predicate your 
loans and when in doubt, say no.” 
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The Condition of Business 


Preparations for Spring Trade Quicken Business Activity. 
Textile Industries Benefited by Lower Raw Material Costs. 


The January “Unfavorable” Balance of Trade. 
Business in 1925 Large and Profits About 30 Per Cent Higher. 


HE slight seasonal pause which 

appeared during January in some 

lines of industry has since been fol- 

lowed by a moderate quickening of 
general business activity, as usually occurs 
at this time of year. This movemcnt has 
been accompanied by some expansion in 
loans for business purposes at commercial 
banks, in a larger use of reserve bank credit, 
and in slightly firmer money conditions. 
Wholesale commodity prices, however, have 
on the average shown a slightly downward 
tendency, following a year in which their 
fluctuations were less pronounced than in 
any since 1913. 

Final reports indicate that the seasonal 
slackening in January was of only mod- 
erate proportions, and affected principally 
manufacturing operations. The Federal Re- 
serve Board’s index of output in twenty-two 
basic lines of industry, which is adjusted 
to allow for seasonal changes, declined about 
1 per cent in January, following an almost 
uninterrupted advance since the middle of 
1925. The decrease in the index resulted 
from smaller activity in the woolen and pe- 
troleum industries, and somewhat less. than 
the usual January expansion in mill con- 
sumption of cotton, in the cut of lumber, and 
in bituminous coal mining. On the other 
hand, copper and zinc mining increased in 
January, and production of iron and steel 
was also larger. Renewed buying of freight 
cars in recent months, following a period of 
very small orders, has added to the demand 
for steel. Although automobile production, 
which is not included in the Board’s index, 
declined slightly in January, it was consider- 
ably larger than in January, 1925, and larger 
operations in February were indicated by 
returns of factory employment in Detroit 
and trade reports. 

The number of workers employed at in- 
dustrial establishments throughout the coun- 
try showed practically no change from De- 
cember to January, but average earnings 
per worker fell off as a result of time lost 
through inventory-taking and repairs. Build- 
ing activity, as measured by contracts 
awarded, was seasonally less than in De- 
cember, but was larger than in any pre- 
vious January, and permits issued, which 
tend to precede the actual letting of con- 
tracts, were also higher than a year ago. 

Railway shipments of all kinds of freight 
in the first seven weeks of the year were 
about equal to the record figures ot a year 
previous, notwithstanding somewhat reduced 
shipments of grain, livestock, and forest 
products, and a substantially smaller move- 
ment of coal as a result of suspended work 
in the anthracite mines. Declines in these 
classes of freight were offset by gains in 
merchandise and miscellaneous loadings in 
every section of the country. Thus, it is 


evident that a large volume of commodities 
continues to flow through trade channels and 
into consumers’ hands. 

Further testimony that business gen- 
erally continues at a relatively rapid pace, 
is given in an increase in the rate at which 
funds are being checked out of banks. In 
140 centers outside New York City, the 
rate at which depositors drew against their 
checking accounts during January was about 
6 or 7 per cent higher than in January of 
1925. During the first three weeks of Feb- 
ruary, total daily debits to individual ac- 
counts in these centers averaged about 9 
per cent larger than a year previous, and 
for the first seven weeks of the year, the 
increase amounted to over 10 per cent. Last 
year, daily withdrawals in February ran 10 
to 15 per cent over 1924. 


The Textile Industries 


HE substantial decline in the prices of 

raw cotton toward the end of February 
called attention again to the prospects for 
the cotton milling industry. The fall in 
raw material prices has brought them into 
closer relationship with those for finished 
cotton goods, and in many quarters it is 
felt that the industry is in a better position 
for steady operations than for some time 
past. Reduction in raw cotton prices has re- 
sulted in part from the abundance of last 
year’s crop, which was the third largest 
on record. Foreign demand for American 
cotton has also fallen off, after stocks abroad 
were replenished by the very heavy ship- 
ments a year ago. 

Difficulties under which cotton spinners 


COTTON. WOOL AND CLOTH PRICES 
1922-24 MONTHLY AVERAGE =100 


RELATIVE NUMBERS 


RELATIVE NUMBERS 


RELATIVE NUMBERS 


RELATIVE NUMBERS 


Volume of 


have struggled for some time past on ac- 
count of the disparity between prices of 
raw material and finished goods, are illus- 
trated on the accompanying diagram, which 
is based on index numbers compiled by the 
Textile World. 

Beginning about the middle of 1923 and 
continuing during most of 1924, the price 
of raw cotton is seen to have held consid- 
erably above the price at which cotton 
cloth could be sold. Milling operations 
gradually declined as a result, and at low 
ebb in July of 1924, when raw cotton was 
most in excess of cotton cloth, activity was 
only about .60 per cent of normal for that 
month. Since the middle of 1924, however 
the price of raw cotton has declined to a 
point below cotton cloth. This change, to 
gether with wage reductions in 1924 at many 
mills, has permitted a gradual recovery m 
spinning operations, which were almost nor- 
mal in volume at the end of 1925. In the 
six months ended January 31, 1926, 225,000 
more bales of cotton were consumed by 
American mills than in the corresponding 
period a year ago, notwithstanding short- 
time operations reported in many southern 
mills on account of drought and consequent 
shortage of water power. In February, 
working time in some New England mills 
was extended from four days.to five days a 
week, and night work was found necessary 
in several departments. 

Woolen mills are also benefiting by lower 
raw material costs than a year ago, and a 
reduction in woolen cloth prices has been 
made in an effort to stimulate buying. Ini- 
tial offerings of woolens and worsteds for 
men’s fall wear were made by American 
Woolen Company at prices averaging about 
11 per cent less than a year ago, and sev- 
eral other mills announced similar cuts. 

It is expected that these reductions in 
cotton and woolen cloth prices will lead to 
larger buying, and with heavier production 
mill operations will be more profitable. In 
1925, one-half of the cotton mills in Fall 
River paid no dividends, and a northern mill, 
one of the largest in the world, recently 
passed its common dividend. after continuous 
payments for over forty years. It is felt, 
however, that these omissions reflect past 
difficulties and that fundamental conditions 
are improving. 


Business Profits Large 


S leading concerns have published their 
financial statements for the year 19235, 

it has become increasingly clear that not 
only was the total volume of business very 
great, but it was carried on with unusual 
efficiency and consequent large profits. Am- 
ple manufacturing capacity, general free- 
dom from labor troubles, and prompt trans- 

(Continued on page 650) 
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The Hand of a Great Service 


Americans who have traveled much in 
foreign lands will tell you that there is no 
more welcome sight to a troubled traveler 
than a courier of American Express. 


Intelligent, efficient, courteous, inspiring 
confidence, bringing relief —American Ex- 
press couriers are the embodiment of the 
helpful, personal Service they represent — 
the Travel Service of American Express 
Company. 


Banks everywhere assure this Service to 
their travel patrons when they sell them 


AMERICAN EXPRESS TRAVELERS 
CHEQUES. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Trend of Bond Prices 


By FRANCIS H. SISSON 


Vice-President, Guaranty Trust Company, New York 


No Immediate Change in the Character of Market Conditions 


Appears to be in Prospect. 


Conditions Favorable to Continu- 


ation of Upward Price Trend. Investment Strength of Munic- 
ipals. Likelihood of Increased Buying by Insurance Companies. 


HE bond market since the beginning 

of the year has been firm in re- 

sponse to a substantial demand for 

good investments. This develop- 
ment took place coincidently with a large 
volume and variety of new securities of- 
fered for public subscription. 

A considerable proportion of the recent 
offerings represents a continuation of the 
trend notable in the last two years toward 
the recapitalization of established corpora- 
tions that have been carried on as family 
enterprises. Thereby the owners dispose of 
their business to a larger group of persons, 
and the number of different securities traded 
on various exchanges greatly increases. Of- 
ferings of this type do not make additional 
demands on the capital market, since the 
former owners of such corporations are 
placed in possession of funds for invest- 
ment. The movement is of importance, 
however, in that it indicates a. feeling on 
the part of many owners of closely-held 
concerns that this is a favorable time to 
capitalize their profits and earning power 
for the purpose of investment in a more 
diversified list of securities. 

No immediate fundamental change in the 
character of the bond market appears to be 
in prospect. Throughout 1925 there was an 
unprecedented demand for investment se- 
curities, the strength of which was evidenced 
by rising prices for both stocks and bonds 
in the face of a record volume of new 
financing. During the summer there was a 
slight recession in bond prices, but at the 
close of 1925 prices for all classes of bonds 
were decidedly higher than at the beginning 
of the year. 


Purchasing Power of Invest- 
ment Income 


NLESS there should be some abate- 

ment of the demand for investment 
bonds, or a substantial increase in the avail- 
able supply, there is no apparent reason why 
bond prices should not continue firm or 
even work to higher levels. However, with 
reduction of Federal income tax rates and 
a continued downward trend in commodity 
prices, investment income should have 
greater purchasing power even if nominal 
interest rates be lower. 

An outstanding feature of domestic fi- 
nancing in 1925 was a large volume of 
preferred stock issues, particularly of power 
and light companies. The popularity of 
such securities should enable these com- 
panies to finance the major portion of their 
requirements in the coming year by this 
means. Except for refunding, railroad 


financing is likely to be relatively light, but 
a number of railroad consolidations are 
probable which should stimulate the market 
for certain outstanding railroad bonds. 

Industrial corporations are generally in 
a strong financial position. In 1925 such 
expansion as was undertaken seldom ne- 
cessitated the issuance of bonds. In fact, 
many industrial bonds were called for re- 
demption prior to maturity. A continuance 
of these conditions in 1926 seems probable. 
Foreign Government financing in 1925 was 
less than in 1924, but there was a substan- 
tial increase in dollar bond issues of foreign 
industrial and public utility corporations. 
Loans of this character are desirable be- 
cause they are for productive purposes, and 
it is probable that they may be made in 
even larger volume. Municipal, Federal 
Farm Loan and Canadian financing also have 
been declining, and there is no indication of 
a heavier volume in the near future. All 
indications point to an aggregate of new 
bond issues in 1926 that may be less than 
in 1925. 


Investment Strength of 
Municipals 


EXT to United States Government 

bonds, the obligations of the various 
states and their municipal sub-divisions are 
rightly regarded as our premier investment 
securities. Such bonds are backed by taxing 
power, and the record of municipalities in 
meeting their obligations promptly indicates 
that in this class of securities the element 
of risk is negligible. 

In recent years the investment strength of 
municipal bonds has to some extent been 
disregarded by investors, and their exemp- 
tion from Federal income tax has been un- 
duly emphasized. 

Considering the value to wealthy investors 
of exemption from Federal taxation in re- 
cent years, it would have been reasonable 
to expect a strong upward trend in municipal 
bond prices from 1917-1921 when Federal 
income tax rates were very high. The range 
of price since 1900 of high grade municipal, 
railroad, public utility and industrial bonds, 
indicates that municipal bond prices actually 
declined during those years. Since 1921 the 
trend has been upward although tax rates 
have been reduced. The fact that prices did 
not advance with increasing tax rates in- 
dicates that tax exemption was not the prin- 
cipal market factor, or if it was, municipal 
bonds were being bought in the belief that 
Federal income taxes would be materially 
reduced within a few years, so that it would 
have been unwise to capitalize the advan- 
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tages of tax exemption for the life of the 
bonds. The large volume of Federal gov- 
ernment financing in those years undoubtedly 
had an effect on the market, but the trend 
of municipal bond prices rather indicates 
that they were influenced chiefly by changes 
in interest rates on long term capital. 

A substantial increase in the volume of 
outstanding municipal bonds during the last 
five years has had a tendency to hold prices 
at relatively low levels. However, the ob- 
ligations of the larger municipalities par- 
ticularly, do not appear to have increased 
out of proportion to the increased wealth 
and earning power of the people. Some of 
the increase has been due to expenditures 
necessitated by curtailment during the war, 
extensive highway building programs, and 
several large issues of state bonds for pay- 
ing a soldiers’ bonus. Present indications 
are that emissions of municipal bonds in 
1926 will be in lesser volume. 


Broader Basis for Taxation 


INCE 1900 the population of the United 

States has increased from about 76,000- 
000 to more than 110,000,000, the greatest 
increase having been in the cities. Of cities 
with a population in excess of 30,000, there 
are now 248, compared with 135 in 1900. In 
these cities the population is now about 35 
per cent of that of the country, but in 1900 
it was only about 25 per cent. City growth 
of course, necessitates municipal expendi- 
tures, for the protection of the lives, property 
and health of the inhabitants; educational 
and recreational facilities must be provided, 
and care for the indigent, defective and de- 
linquent. Such expenditures denote progress, 
and better living conditions in the cities 
have attracted increased population, who 
have built homes and embarked in business. 
There is thus a broader basis for taxation 
to support the increase in debt that has 
taken place. 


Effect of Tax Reduction 


XPECTED reduction of Federal income 

tax rates resulted in some selling of 
municipal bonds by investors in recent 
months, induced dy a belief that tax reduc- 
tion would make them less valuable. But 
an analysis indicates that exemption from 
taxation has been a minor price factor, and 
that, in comparison with yields from high 
grade taxable bonds, municipal bond yields 
are not too low, even if taxes are reduced 
as contemplated. With their excellent rec- 
ord of prompt payment of interest and 
principal, the broader basis for taxation 
that now exists, and a probable reduction 

(Contimed on page 644) 


Teaching the Young How to 
Manage Money 


By BRUCE DAVENPORT 


How a Big Savings Bank Is Adopting John D. Rockefeller’s Idea 
of “Ledger A” as a Means of Showing the Growing Generation 
How to Manage Their Incomes. Money Book an Aid to School 


Savings. 


WO of the most eminent Ameri- 

cans are Calvin Coolidge and John 

D. Rockefeller. One has risen to 

be President of the United States 
and the other so managed his money affairs 
that he once had the reputation of being the 
richest man in the world. 

The wealthiest man in the world revealed 
that “Ledger A” played a large part in 
shaping his financial career. For before 
John D. Rockefeller reared a brood of 
turkeys at the ten- 
der age of nine 
years and loaned the 


earnings out at 7 ae 
per cent interest, he or 
kept a_ strict ac- 
count of his spend- 

ing and saving. 
From the time that 


his father first gave 
him an allowance of 
ten cents a week, he 
kept a record of his 


income dis- 
bursements. The 
book he termed 
“Ledger <A.” One 


of the most interest- 

ing features of this 

ledger is that, although his first allowance 
was ten cents a week he budgeted it so that 
he not only managed to save a part but 
gave away two cents to missions. 

Not long Col. John Coolidge, the 
father of the President, found among the 
effects of the family a book that his son 
had kept. Examining it, he discovered that 
it carried a detailed personal financial ac- 
count of what Master John Calvin Coolidge 
spent and saved as a school boy. Colonel 
Coolidge revealed that he had never given 
an allowance, but that, from time 
to time he had given him the small sums 
of money for which he had asked.  Al- 
though his father observed that young John 
Calvin never talked about what he had done 
with the money, it was disclosed that he 
had kept track of every dollar he had earned 
and spent. 

In telling of how he got on in the world, 
Mr. Rockefeller admits that this idea of 
_money management was a big factor in his 
rise; doubtless a part of Mr. Coolidge’s 
views on economy in publit spending may 


ago, 


his son 


be attributed to the habits that were de- 
veloped in his personal financial affairs dur- 
ing the formative years on a Vermont farm. 


That the hope of the future economic 
well-being of this country rests with 
the upcoming generations accounts, in a 
large measure, for the widespread accept- 
ance of the school savings plan. There is 


a growing consciousness on the part of 
educators and bankers that the schools should 
teach in a practical way the use and manage- 
ment of money, and one of the most potent 
influences shaping this idea has been that 
of the leaders among the 


savings bankers. 


FOR FOR 


my FRUIT 
PENS. PENCILS CANDIES 
| BLANK BOOKS | soDas 
fcr PLAYTHINGS 


A page from the “Money — 


To encourage the teaching of money man- 
agement, the Bowery Savings Bank of New 
York City, which is the sccond largest sav- 
ings bank in the United States from the 
standpoint of deposits, has hit upon a 
“Money Book” for boys and girls that is 
designed to supplement the school savings 
plan. The book is so arranged that any 
young budgeteer may keep account daily of 
the allowance or money earned that goes 
out for six general purposes—the school 
savings bank; for pens, pencils, blank books, 
etc.; for fruit, candies, sodas, playthings; 
for trips, hikes, carfare and movies; for 
gifts, church and Sunday school; and last 
for “something special.” As will be ob- 
served, the book groups in the most simple 
manner the classes of things that the aver- 
age youngster spends his or her allowance 
for, but it is thought that nearly every 
expenditure will fall into one of the six 
heads. 

Not only is the youngster directed to make 
a record of spending and saving, but a bal- 
ance is to be struck weekly. In a column 
ruled in red, the child is instructed to write 
in the amount of money received or earned. 
Whenever any sum is saved or spent, it is 
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Children of Six Years Not Too Young to Start. 


entered in the proper blue columns and. 
at the end of the week all columns are added 
up. The total in the red column should 
equals the sum total of all blue columns. 

The “Money Book,” according to Miss 
Adeline Evans Leiser, who is director of 
the service department that the bank 
maintains to help in the solution of prob- 
lems relating to personal finances, is the 
outgrowth of the realization that if the 
Americans of the future are to be economi- 
cally independent, 
the start must be 
made in training the 
growing generation 
how to handle 
money. 

“Most of the par- 
ents who seek ad- 
vice as to: how they 
may make their 
children have the 
proper conception of 
the value and uses 
of money, wish to 
do their full duty to 
their children but are 
puzzled how to go. 
about it,” she said. 
“They realize that if 
they had had some training in the handling 
of money when they were young, many of 
their present difficulties would not have come 
upon them. So they look to us in the bank 
for guidance. 

“Tt seems to me that it is well to begin 
at a very early age to teach children what 
money is and how to use it, for in the mat- 
ter of money management this is at least 
one kind of training that can never be 
wasted—for no matter what the future holds 
for the child, he or she will have to handle 
money at some time or other. 

Often I think we do not give little people 
credit for knowing as much as they do 
about money. We would hesitate to say 
that they recognized it as a medium of ex- 
change—but don’t they? If there is an at- 
tractive candy shop nearby and their little 
hearts’ desire is represented by a pepper- 
mint stick, don’t they very soon learn that 
one can’t get that peppermint stick from 
the man behind the case without giving him 
something in exchange for it? My obser- 
vation is that they learn this very quickly 
and, after a few visits to the shop, soon 
realize the difference between a penny’s 

(Continued on page 648) 
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Start—Stop--- 
Handling hand-written checks 


You’re working 
in a bank. A pile 
of checks is before 
you. You start to 
go through them. 
You speed along 
for a while—then 
stop . . . what 
under the sun is 
that amount?—it 
looks like 37.... 
If only these 
people could write 
clearly ... 


And so it goes 

—start—stop, start—stop. Puzzling 
over the amount line . . . wishing you 
didn’t have to be a hand-writing ex- 
pert. Time after time those hard-to- 
read hand-written checks halt you like a 
traffic officer’s hand stops you in motor- 
ing. An hour’s work takes two hours. 
And always a chance for a mistake 
that takes time to find. 


On the other hand, if those checks 
were written on the Personal Pro- 
tectograph, you would be , 
as free from “stops” as you 
are when speeding along 
the highway in open coun- 
try. For this remarkable ma- 
chine writes in large, clear fig- 
ures, legible at a glance. What’s 
more, these figures specially 


Trade 


1S ATIVINE 


in traffic 


Send for the 
bankers’ plan 


For those who are 


interested, we 

have developed a 

complete plan 

Personal whereby banks 
Protectograph may aid in the 


designed, for utmost safety, are 
shredded into the very fiber of the 
paper—positive protection against 
erasures and “pen changes.” The 
Personal Protectograph costs only 
$18, a price every depositor can pay. 


An opportunity for someone in 
every bank 


Many bankers have told us of their 
appreciation of this machine and have 
welcomed it as insurance of 
better relations with their 
depositors. Many tellers, 
clerks and others are co- 
operating in popularizing the 
Personal Protectograph by be- 
coming agents for its sale at 
profit to themselves. 


quick distribution 
of the Personal 
P rotectograph. 
Nearly two thou- 
sand banks, many 
of them large city 
institutions, have 
already found this plan practical and 
advantageous. Details are yours for 
the asking. The Todd Company, Pro- 
tectograph Division. (Est. 1899.) 
Rochester, N. Y. Sole manufacturers 
of the Protectograph, Super-Safety 
Checks and Todd Greenbac Checks. 


$18 


THE TODD COMPANY 

Protectograph Division 

1176 University Ave., Rochester, N. Y. 
Gentlemen: We would like to know : 
more about the advantages to us of the 
plan by which already nearly two thou- 
sand banks are introducing the Personal : 
Protectograph to their depositors. Please : 
send full particulars, 3 


Address 


Name of offici2 


TODD SYSTEM OF CHECK PROTECTION 


When writing to advertisers please mention the American Bankers Association Journal 
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The Farmers’ Unledgered Income 


By C. B. SHERMAN 


Value of the Part of Family Living Obtained from Farm in Food, 


Fuel and House Rent Is Roughly Approximate to One-Ninth 


of Farm Receipts and One-third of Farm Income. 


In Most 


Localities, It Ranges from $200 to $800 for Each Family. 


ESIDES the cash income for the 

year, the farm yields another form 

of income that does not show on 

the balance sheet. This income is 
made up of food, fuel and house rent. In 
the aggregate, these items represent an ap- 
preciable part of the cost of living of the 
farm family, but because they are difficult 
to measure in dollars and cents, especially 
by one who has never paid money for them, 
their true value is likely to be unrecognized 
by farmers, but they should be considered in 
any discussion of farm returns. 

Food, fuel and 
shelter are essential 
to life and this di- 
rect contribution of 
the farm to the fam- 
ily living lends safe- 


ty and stability to 
farm business and 
farm life. It en- 
ables a farmer to 


reduce materially 
the cash cost of liv- 
ing and to tide over 
the lean years and 
hard times, when he 
would be ruined if 
he had to buy at 
market prices the 
items needed by the 


family. Milk, eggs, 
fresh and stored 
fruits vege- 
tables, fresh and 


cured meats are of- 
ten being used 
abundantly by the 
farmer’s family at 
the same time that 
their relatives in the 
city are buying them 
sparingly or are doing without them. 

On some farms, near good local markets, 
it is true that even the products that had 
been stored in cellar or smokehouse for fam- 
ily use are taken out and sent to market 
when their prices are high, but many farms 
do not have a ready market for such prod- 
ucts in small quantities and so have no temp- 
tation to divert them from family use to 
cold cash. 

The yearly coal problem in town often 
makes the city dweller look with something 
like envy on his country brother who grows 
his own fuel in his wood lot and can readily 
add to the supply by using fallen trees, con- 
demned fruit trees, old fences and gates. 

But this living is not obtained entirely 
free of cost to the farmer. The direct 


money cost for some of the items may 
be little, but most of the items represent 


labor, and in many instances they represent 
capital, and cash outlay for materials as 
well. The beef, pork, butter, poultry and 
similar products are sometimes marketable at 
good prices. The value of the house rent 
includes interest and depreciation on the 
house, and the cash costs of insurance, taxes, 
and repairs. 

On the other hand, much of the labor is 
an insignificant part of the main labor of 
the farm business, often it can be done at 
times when the main work of the farm is 
not urgent, and sometimes it can approp- 


Part of the farmer’s unledgered income. 


riately be done by the wife and children. 
Much of the capital used in the production 
of the food items is at hand and the mate- 
rials used are sometimes by-products or 
wastes from the business. Some of the items 
have little or no market value, for the fam- 
ily often utilizes undersized, overripe or 
surplus fruits and vegetables, cracked eggs 
and other low grade produce. 

Studies of the part that the farm con- 
tributes to the family living, recently con- 
cluded by the United States Department of 
Agriculture, include more than 7,000 farms, 
from thirty localities well scattered over the 
United States and representing varying types 
of farming under various conditions. Dairy 
farms in the hills of New England and in 
the rolling country of Wisconsin, cotton 
plantations of the South, citrus groves and 
early truck farms of Florida, orchards of 
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the Shenandoah Valley in Virginia and of 
New York, grain and livestock farms of the 
Corn Belt, grain farms and grazing in the 
Great Plains regions, extensive wheat farms 
in the Palouse country and irrigated farms 
in the West and Northwest are all repre- 
sented. 


Variations Are Many 


HESE studies show that the value of the 
part of the family living that is obtained 
from the farm is roughly approximate to 
one-ninth of the 
farm receipts and 
the 


one-third of 
Var- 


farm income. 
iations, of course, 
occur with localities, 
with annual produc- 
tion, with years of 
prosperity and de- 
pression with 
different families. In 
the prosperous years 
of agriculture (1918 
and 1919) the value 
of the family-living- 
from-the-farm was 
only about one-fifth 
as much as the farm 
income; but in the 
years of agricultural 
depression (1921 and 
1922) it was fully 
one-third as much. 

In the case of the 
man on the small 
farm this unledgered 
income is often as 


important the 
cash income and 
often it plays a 


more important part in the daily satisfac- 
tions and comforts of his family. It is 
this combination of family home and family 
living, which he has earned somewhat in- 
cidentally, that permits a man with a fam- 
ily to continue farming year after year when 
his money margin of return is dismayingly 
small or even sometimes takes the form of 
a deficit. 

The value of the family-living-from-the- 
farm varied with different families from 
nothing to over $1,000, and with wide varia- 
tion in every locality, says the report of 
this study. Occasional families neither lived 
on their farms nor drew any of their family 
living therefrom. This was most noticeable 
in Polk County, Florida, where about 40 
per cent of the citrus grove owners were non- 
resident, usually i-ving in nearby towns or 

(Continued on page 646) 
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HE attractive new home 
ie the Elmira Savings Bank 
of Elmira, N. Y., has floors 
of Armstrong’s Cork Tile. Two 
shades have been used; the field 
design is 6” x 6” light brown 
and the border dark brown. This 
flooring covers the working space, 
landing treads and ladies’ room. 


A 


SO 


EX 


Bank Floors 
Should Be Comfortable Floors 


O the bank worker, hard floors are a grim reality. He cannot 

avoid a sense of strain and fatigue that wear on mind and body, 
or escape from the constant clatter that distracts attention. Bankers 
and bank architects realize this, and in many banks hard, noisy floors 
have given way, in the working spaces at least, to comfortable, resilient, 
quiet floors of Armstrong’s Cork Tile. 

What, when you stop to think of it, could be more suitable for floors 
than cork? It is warm, firm yet gently resilient, sound absorbing and 
nonslippery—exactly the qualities you expect of the finest rugs. Yet 
Armstrong’s Cork Tile is dustless and easily cleaned. It is practically 
nonabsorbent of moisture, and not readily marred or stained. It is 
tough and resistant to abrasion—long wearing and requiring no var- 
nishing or waxing. 

As for appearance, Armstrong’s Cork Tile has all the attrac- 
tiveness of a hand-laid tile floor. Tiles of many sizes, in squares and 
oblongs and in three shades of brown, afford a wide range of designs 
in pleasing colors appropriate for banking rooms. 

Bankers who are interested in providing suitable floors for their 
working spaces and officers’ quarters should send for a copy of the book, 
“Armstrong’s Cork Tile Floors” and a sample tile. 


| ARMSTRONG CorRK & INSULATION COMPANY 
Division of Armstrong Cork Company 
176 TWENTY-FOURTH STREET, PITTSBURGH, PA. 


‘ 


Also manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers please mention the American Bankers Association Journal 
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The Recent Great Extension of 
Instalment Selling 


Governor, Federal Reserve Bank of Philadelphia 


Both Sides of the Practice. 


By GEORGE W. NORRIS 


Over 65 Per Cent of the Sales 


Made in Eight Classes of Goods Were on the Instalment 
Year’s Sales on This Plan Amount to Five Billions 
Interest Charge Approximately 


Plan. 
of Dollars. 


NSTALMENT selling is no new 

thing. Indeed, it is probably older 

than Christianity itself, for it 1s said 

that Crassus, who was a cont<mporary 
of Julius Caesar as a Roman Triumvir, 
made a large part of his enormous fortune 
by building houses outside the walls of 
Rome, and selling them on the instalment 
plan. The buying of dwelling houses, with 
subsequent payments on building association 
shares or instalment mortgages, is an old 
practice, which, as far as I know, has been 
universally accepted as economically sound. 
Pianos and other musical instruments have 
been very largely sold on the instalment 
plan for many years. So has farm ma- 
chinery, furniture, and many other things. 
It has long been the practice of jewelers 
to sell expensive pieces of jewelry to 
wealthy customers, and accept payment in 
three or four quarterly or semi-annual 
instalments. 

The recent great extension of instalment 
selling is strongly defended. It is said 
that it enables people of small or moderate 
means to acquire things that they very much 
need, and that it is desirable that they 
should have, and that it makes little economic 
difference whether they save first, and then 
use the savings to pay for the article, or 
whether they buy the article first, and then 
save to pay for it; that, indeed, the latter is 
the better plan. It is also urged that just 
as the necessity for paying building associa- 
tion dues or life insurance premiums in- 
duces savings that would not otherwise be 
made, so the necessity for meeting the in- 
stalment payments on articles bought on the 
instalment plan diverts into useful channels 
money that would otherwise be spent for 
candy, soft drinks, or entertainment. It 
is also urged that it makes possible a 
larger production of goods and a quicker 
distribution, and that the percentage of loss 
on sales of this kind does not exceed the 
percentage on ordinary credit accounts— 
that, in fact, this kind of selling is in 
reality a mere variation of the ordinary 
credit account, substituting a series of par- 
tial payments for a single lump sum pay- 
ment, and not materially extending the total 
credit period. 


65 Per Cent in Eight Classes 


HE advocates of the plan can hardly 
avoid the admission that it is at va- 
riance with old-fashioned ideas of thrift. 
Our distinguished fellow-citizen, Benjamin 


Franklin, contemplated at one time the 
establishment of what he called “The So- 
ciety of the Free and Easy.” He meant it 
to be composed entirely of young people. 
By “free” he meant free from vice, and by 
“easy” he meant out of debt. He and many 
other wise men since his day have preached 
the advantages of saving first, as against 
going in debt to acquire luxuries, the money 
for which has not yet been earned. To 
enable us to reach an intelligent conclusion 
in the matter, let us first consider the size 
and scope of the problem. It appears from 
information collected by The Farmers Loan 
& Trust Company, of New York, which is 
preparing a survey of the subject, that 85 
per cent to 90 per cent of all furniture, 80 
per cent of all phonographs, 75 per cent of 
all automobiles and washing machines, 65 
per cent of all vacuum cleaners, 40 per 
cent of all pianos, 25 per cent of all jewelry, 
and 13 per cent of all radio apparatus, are 
sold on the instalment plan. In these eight 
classes of goods it appears that out of total 
sales of nearly $5,000,000 in 1924, about 
$3,300,000,000, or over 65 per cent, was sold 
in this way. The practice is being adopted 
by more and more dealers, and applied to 
more and more lines, so that there is no 
doubt that this total of instalment sales 
was much larger in 1925, and it is estimated 
that it reached or possibly excceded 
$5,000,000,000. 


The Economic Significance 


EFORE getting down to detailed or spe- 

cific questions, let us see the economic sig- 
nificance of an addition of this amount and 
kind of credit to the total amount of credit 
outstanding. It is estimated that the indebt- 
edness represented by federal, municipal, and 
corporate bonds, and farm and urban mort- 
gages, amounts to $100,000,000,000; that or- 
dinary bank loans in this country approxi- 
mate $20,000,000,000, and that the gross total 
of money loaned from one class of people 
to another is therefore something like $120,- 
000,000,000 to $130,000,000,000. In compari- 
son with these figures, an addition of 
$5,000,000,000 looks small, but it should be 
remembered that the indebtedness repre- 
sented by federal, municipal, and corporate 
bonds, and real estate mortgages, is sup- 
plied from what are known as “investment” 
funds, and that it is therefore only bank and 
individual loans, amounting to between $20,- 
000,000,000 and $30,000,000,000, that rep- 
resent ordinary floating or current credit. 
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20 Per Cent. 


While the added $5,000,000,000 is therefore 
an addition of about 4 per cent to the gross 
total of all these items, it is an addition of 
20 per cent or 25 per cent to the burden 
of current credit. 


20 Per Cent Interest 


HIS is not negligible. Moreover, this 

additional $5,000,000,000 is primarily in- 
debtedness incurred by individuals of limited 
means, from whom such credit statements 
as would be dcmanded from business houses 
cannot be expected. Neither is it indebted- 
ness which as a general rule can be liquidated 
from the sale of assets. Its only security 
is a mortgage upon future earnings. It is 
not borrowed at 4 per cent, 5 per cent, or 
6 per cent, but it is estimated that when it 
is handled through so-called credit corpora- 
tions—of which something like 1400 have 
grown up in this country in recent years— 
the interest charge approximates 20 per 
cent. This additional charge must be borne 
by someone. Either it comes out of dealers’ 
profits—which we know it does not—or 
else it is borne by the consumer, in which 
case the interest burden must be added to 
the cost of distribution, and therefore to the 
consumer’s price. 

There can be little question that the easy 
terms upon which goods so sold may be 
purchased encourage the purchase of un- 
necessary goods or of unnecessarily ex- 
pensive goods. In our office we employ 
about 350 girls or women. I recently asked 
one of them how many of the girls bought 
their fur coats on the instalment plan. After 
a moment’s thought, she replied, “At least 
nine out of ten.” I repeated this remark a 
few days later to a department manager of 
a large international banking house, and he 
said, “I expect the same thing is true in 
our office. I see the girls going in and 
out in fur coats that I could not afford to 
buy for my wife.” I recently heard a large 
manufacturer of clothing quoted as saying 
that he deprecated the practice, but that it 
did have the advantage of causing people 
to buy more expensive clothes—that form- 
erly the man with $25 bought a $25 suit, 
but that now he bought a $40 or $50 suit. 
paying $10 down, and walking out with a 
better suit of clothes on his back, and $15 
in his pocket. 

Another aspect of it is this. If $5,000,- 
000,000 worth of goods were bought in 
1925, to be paid for in 1926, that means 

(Continued on page 655) 
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Small and Compac 
Note how the binder compa = 
in size to your hand 


Complete, Compact 
Credit History 
Instantly Available ~ 


e During the discussion of a loan, are you fully equipped with 
the necessary information to guide you in the proper granting 
BOOK of credit? 


or 
ecords Have you each borrower’s history instantly available, not only 
of his own loans but also his endorsements on other notes ? 


The Kalamazoo Liability Ledger will provide you with a prac- 
tical sane guide in making loans. 


Even though you may be using a Loan Register or the Tripli- 


KALAMAZD cate Loan System, the Kalamazoo Liability Ledger can be 
RECOR 


D KE | applied to an advantage. It is the safest method of bringing 
or am a together in compact, convenient form the entire credit history 
of all of your borrowers. 


These forms are furnished in two colors of paper—white and 
buff—the buff for direct liabilities, and the white for the in- 
direct. They are 6x9 in size, and can be conveniently handled 
in the KALAMAZOO binder which is compact and durable, 
yet light in weight and attractive in appearance. 


A letter from you will bring you samples of the forms and 
complete information as to their advantages and use. 


Kalamazoo Loose Leaf Binder Co. 


Factories at Kalamazoo, Mich., and Los Angeles, Calif. 


Sales Offices in Principal Cities 


Kalamazoo Loose Leaf Binder Co., 
Kalamazoo, Mich. 


Send me special Bank Catalog. 


When writing to advertisers please mention the American Bankers Association Journal 
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Will Railroad Consolidations Be Profitable? 


By W. A. LLOYD 


Te: twentieth century fashion of 
overnight purchase of railroad con- 
trol was established by John W. 
Gates and that of buying a minority interest 
by E. H. Harriman. Out of it grew several 
very strong consolidations and a number 
of irritating situations as, for instance, 
Union Pacific’s investment in the Chicago 
and Alton. 

At about this time also there were put 
together in a rather slap-dash way a few 
mergers of transitory character. One of 
these was the result of the purchase some 
twenty years ago of $28,940,000 out of $29,- 
000,000 St. Louis-San Francisco’ Rail- 
way Company common stock, by the 
Chicago, Rock Island & Pacific Railway. 
Note the party of the first part. For, 
late in January this year it was announced 
that the St. Louis-San Francisco Rail- 
way Company had acquired in the open 
market 180,000 shares of Chicago, Rock Is- 
land & Pacific Railway Company common 
stock at prices ranging between $44 and 
$60 a share and that in all probability the 
future policies of the two roads would be 


determined by the Frisco element in the 
board. 


HE early union of these two lines was 
not a fortunate one. They were in- 
compatible and soon divorced. Eastern and 
western trained executives endeavored to 
develop an efficient organization in prop- 
erties which had about 12,000 miles of lines 
and extended from the Northwest to the 
Southwest, and they failed. .Finally the 
Rock Island sold out to the Frisco. Event- 
ually the Frisco went into receivership. So 
did the Rock Island. The vicissitudes of the 
one have been similar to those of the other 
but since reorganization the Frisco has had 
the advantage of a more rapidly growing 
territory than its competitor and it has ben- 
efited from better management in operating 
.and traffic departments. In the market- 
place its securities have been the more pop- 
ular of the two though the actual credit of 
the one company, as expressed in quotations, 
has been little higher than that of the other. 
Just why should these roads seek a com- 
bination today? The story is an interest- 
ing one. Two or more years ago the South- 
ern Pacific Company learned that the El 
Paso and Southwestern Railroad, one of 
its connecting lines, had formulated an am- 
bitious plan to build through Arizona to 
the Pacific Coast. This would have lost 
to the Southern Pacific much valuable traf- 
fic and brought into the California territory 
an aggressive competitor. So the Southern 
Pacific began to negotiate for control of 
the El Paso line. This was finally con- 
summated and early last year necessary 
permission was given by the Interstate Com- 
merce Commission for affecting the consoli- 
dation. The Rock Island reaches El Paso 
over the El Paso and Southwestern and its 
California traffic moves via Southern Pa- 
cific west from El Paso. It naturally was 
inferred that Southern Pacific’s purchase of 


the El Paso line was but one step in the 
larger programme of eventually absorbing 
the Rock Island and thereby securing a di- 
rect entrance into Chicago. There was 
enough logic in the situation to induce the 
purchase of large blocks of Rock Island 
common stocks on the supposition that the 
Southern Pacific would buy them if the 
price were thought to be “right.” So far 
as information goes the Southern Pacific 
never was actively interested. It went ahead 
and spent its money in carrying out a part 
of the programme which the El Paso and 
Southwestern had contemplated and today 
is finishing a very excellent line across 
that part of Arizona where it has heretofore 
had little traffic producing capacity. 


EANWHILE mergers were taking 

place in the Southwest. The Mis- 
souri Pacific added to itself until it had put 
together a compact system which begins at 
St. Louis and ends at the Mexican border 
and at New Orleans. The Kansas City 
Southern and Missouri, Kansas and Texas 
came under joint control. No one seemed 
to want to play in the yard of either Frisco 
or Rock Island. So they have decided to 
seek out each other for companionship and 
for common protection against the strong 
aggregations that have been built up around 
them. 

The Rock Island is the larger of the 
two roads, having about 8100 miles of first 
track and $130,000,000 gross earnings while 
the Frisco has 5400 miles and earned in 
1925 about $95,000,000. The Rock Island is 
not so localized as the Frisco. Therein is 
one of its elements of weakness. It projects 
itself to the extreme southwest towards El 


Paso, it crosses the plains country from. 


Chicago and reaches Denver and goes north 
to the Twin Cities and wanders rather aim- 
lessly through western Minnesota, crossing 
into South Dakota. It is a most cosmopoli- 
tan line. Its points of contact and compe- 
tition with the Frisco are all south of St. 
Louis and Kansas City. The Frisco destiny 
is bound up with Oklahoma, Missouri, Ar- 
kansas and Texas. Today this means oil, 
cotton, live stock and winter wheat and corn. 
The Frisco has cultivated the Southwest as 
“Jim” Hill did the Northwest. The Rock 
Island has been somewhat an imitator of 
the Atchison, Burlington and Union Pacific. 
It has been weak on original projects and 
too much spread out to be adjustable to 
headquarters’ policies. 


F the Frisco has not paid too high a price 

for Rock Island control it should be able 
to supplement its own lines by those of its 
adopted line. There are real possibilities for 
economy of joint operation in this merger. 
Duplicate service may be discarded or at 
least modified. Trunk lines may be estab- 
lished between large centers where now 
there are round about secondary lines. The 
territory is one where joint shop facilities 
might readily be established and joint fuel 
purchase and distribution effected. Frisco 


trains may start from Chicago and come 
north from Texas and go through to the 
Twin Cities though the whole layout would 
be measurably improved if the Rock Island 
could dispose of those parts which lie north 
of Chicago and Des Moines. They more 
properly belong to some one of the North- 
western systems. 

It is still an unsettled question whether 
railroad consolidations as they are being 
set up will be permanently profitable. There 
are indications that the authorities in Wash- 
ington are beginning to believe that the cost 
of control will overbalance in some of the 
proposed combinations whatever saving may 
result from joint operations. This is a fact 
that will have to be proven by actual figures 
in the years ahead. 


Germany’s Wall Street 
(Continued from page 610) 


refuse to execute foreign orders to buy— 
thereby putting Germany in the unusual 
position of a state which shows more con- 
cern for the interests of foreigners than 
foreigners show themselves. 

All bull movements cause losses to the 
outside public, despite the fact that the out- 
side public is itself chronically bull. A great 
many foreigners will be bitten by the Burg- 
strasse boom. Naturally the universal opti- 
mism reigning at present, may push even 
those stocks which have already risen 100 
per cent, still higher, and if so, buyers at 
present prices may conceivably gain. But a 
reaction from such a headlong movement is 
bound to come sooner or later and there 
is a serious risk that Germans by unloading 
their stocks on foreigners at top prices may 
repeat the great expropriation of early 1920 
when municipal bonds which today quote 
twenty-five to fifty gold pfennigs were sold 
abroad at from ten to fifteen gold marks. 


State Banks as Federal 
Depositories 


ONSIDERATION is to be given to 

legislation that will permit a state mem- 
ber bank of the Federal Reserve System to 
act as a depository of public funds, accord- 
ing to a statement made by Representative 
Louis T. McFadden, Chairman of the 
House Committee on Banking and Cur- 
rency. 

Under the present law, only national 
banks are approved as depositories of pub- 
lic funds. Now that state banks are per- 
mitted to take out federal charters it is 
maintained that they should be placed on 
an equal footing with the national banks. 

Several other bills affecting banking have 
been introduced in the House of Repre- 
sentatives that may come up for actual con- 
sideration after the McFadden bill is dis- 
posed of. 
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Senate Hearings on McFadden Bill 


By ARTHUR W. CRAWFORD 


hearings on 
the McFadden bill before the Senate Com- 
mittee on Banking and Currency. 

The hearings ran for several days before 
a subcommittee composed of Senators Pep- 
per of Pennsylvania, chairman, and Edge 
of New Jersey, Republicans, and Glass of 
Virginia, Democrat. 

The subcommittee is now at work study- 
ing the mass of testimony with a view to 
making modifications which will facilitate 
the passage of the bill. Proponents of the 
bill express confidence that the Senate will 
pass the measure during the present session. 

The California bankers occupied more 
time than any other group at the Senate 
committee hearings. Both advocates and 
opponents of the branch banking provisions 
of the McFadden bill were represented by 
prominent California bankers. 

Among California bankers favoring the 
bill was Walter E. Wilcox, vice president 
and cashier of the Anglo & London-Paris 
National Bank of San Francisco. He pre- 
sented letters indorsing his position from 
the leading national banks of that city, in- 
cluding the Bank of California, the Crocker 
First National Bank, and the Wells-Fargo 
Bank and Union Trust Company. 


HARP differences of opinion, par- 
ticularly regarding. branch banking 
provisions, marked the 


66 ALL the banks are in favor of the 

McFadden bill as it is written,” said 
Mr. Wilcox. “All of the banks agree that 
the United States could never have been 
brought to its present state of ‘development 
under a branch banking system. None of 
us sees any economic necessity for a branch 
banking system in California. As far as 
we have been able to observe none of the 
branch banking systems as they exist today 
are pioneering. If they were going out into 
the undeveloped sections of the country and 
placing banks and banking capital at the 
disposal of the farmers and others to up- 
build those particular communities, we would 
feel that there was an economic necessity 
for branch banking in California. 

“As the situation appears to us, we see 
that the only change that takes place is that 
the branch banking system goes in and buys 
out a good community bank, that is well 
capitalized and serving a particularly useful 
purpose in its own community. We do not 
feel that the branch banking system can 
take into these communities any better ser- 
vice than they are getting from their com- 
munity banks.” 

John S. Drum, president of the Mercantile 
Trust Company of San Francisco, was the 
chief exponent of the other side of the 
argument. He said he did not champion 
state-wide banking such as is engaged in by 
the Bank of Italy in California with its 139 
branches but that he stood for permitting 
branches to operate within an area which 
has common interests. He objected to the 
McFadden bill provision limiting branch 
banking to city limits and wanted it broad- 


ened so as to permit a bank to operate 
branches within a metropolitan area which 
constitutes one unit for banking purposes. 


M*: DRUM also objected particularly to 
what he regarded as bad faith on the 
part of Congress in attempting to exercise 
a control over state bank policies in the 
case of state banks now in the Federal Re- 
serve System and which came in during the 
war under an understanding that they would 
be allowed to continue their independence. 

“Congress to obtain state banks passed a 
guarantee and this particular amendment is 
an absolute abrogation of certain rights and 
powers possessed by the state banks of 
California,” said Mr. Drum. “The policy 
of branch banking as conducted by the Mer- 
cantile Trust Company, as conducted by the 
Security Trust & Savings Bank of Los An- 
geles and the American Bank of San Fran- 
cisco is a policy within the principle of the 
McFadden amendment. Our theory of 
branch banking pertains to a field of metro- 
politan life or community of the city which 
constitutes one unit. 

“The question of branch banking is dis- 
tinctively a local state policy and a local 
matter. I feel that if those things exist in 
their present development or possible expan- 
sion that it lies with the people through 
their legislative body to protect themselves 
either in allowing the policy of state-wide 
branch banking to continue or curtail it 
along lines where they believe it should be 
curtailed.” 

Frank B. Flint, attorney for the Mer- 
cantile Trust Company of San Francisco, 
said that the branch banking system as set 
up in California has been a real benefit to 
the state. 


ALIFORNIA bankers who appeared for 

the McFadden bill included Charles H. 
Segerstrom, vice president and cashier of 
the First National Bank of Sonora, and 
president of the California League of In- 
dependent Bankers, who said he came to 
pkad the cause of independent and unit 
banking; N. D. Vaughan, cashier of the 
First National Bank of Fresno; Howard 
Whipple, president of the First National 
Bank of Turlock; E. L. Bickford of Napa; 
J. A. MacDonnell, president of the First 
National Bank and the First Trust an: 
Savings Bank of Pasadena; George B. Har- 
rison, director of the Commercial National 
Bank and Citizens Savings Bank of Up- 
land; Victor H. Rossetti, vice president of 
the Farmers’ and Merchants’ National Bank 
of Los Angeles; R. M. Fitzgerald of Oak- 
land; and J. Dabney Day. 

Testimony by H. Parker Willis, professor 
of banking at Columbia University, New 
York, and former secretary of the Federal 
Reserve Board, figured prominently during 
the hearings. Mr. Willis presented an elab- 
orate report based on findings in an inquiry 
conducted by himself with the assistance of 
a number of economists into banking condi- 
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tions throughout the United States. 

Mr. Willis testified that he had conducted 
the investigation during the last year at the 
request of a group of the California bankers 
opposed to the McFadden bill. He said that 
between $45,000 and $50,000 had been ex 
pended. He criticised the McFadden bill 
from many angles. His recommendations 
in turn drew much criticism from the Cali- 
fornia bankers favoring the McFadden bill. 

Mr. Willis presented statistics which he 
said showed that the existence of a great 
number of uncoutrolled banking units is 
responsible for many bank failures. He 
said that curtailment of branch banking 
privileges would lead to increased chain 
banking operations which in themselves of- 
fered greater objection than branch banking. 

Mr. Willis proposed that national banks 
should have the same right of establishing 
branches as is possessed by state banks in 
the various states. 


HOMAS B. PATON, General Counsel 
of the American Bankers Association, 
presented resolutions showing the attitude 
of this organization. He quoted resolutions 
adopted at the 1922 convention condemning 
branch banking and the resolutions of the 
1924 convention favoring the compromise 
provisions embodied in the McFadden bill. 
Edward B. Green, vice president of the 
Cleveland Trust Company of Cleveland, 
Ohio, urged an amendment to the bill to 
permit the establishment of branches in ter- 
ritory contiguous to but outside of cities. 
William H. Marlett, attorney for the Cleve- 
land Clearing House Association, presented 
a similar recommendation. 

A group of bankers from Westchester 
County, New York, protested against the 
proposal to permit branches in contiguous 
territory. H. B. Vinson, representing the 
Westchester County sBankers Association, 
said that the bankers in that county do not 
want New York city banks to have the 
privilege of invading their territory. W. F. 
Bleakley of the Yonkers National Bank, 
Yonkers, N. Y., made the same argument. 

Charles A. Hinsch, president of the Fifth- 
Third National Bank of Cincinnati, advo- 
cated approval of the McFadden bill. He 
said he believed national banks should have 
authority to establish branches, at least in 
communities in which they are located. 

Montford Jones, representing the National 
Association of Credit Men, spoke for the 
McFadden bill but objected to the Hull 
amendment of the house bill which would 
prohibit the establishment of branches at 
any time by national banks in states where 
present state laws do not permit state banks 
to have branches even though the state laws 
may be changed in the future. 

Edgar L. Mattson, vice president of the 
Midland National Bank & Trust Company 
of Minneapolis, appeared in behalf of the 
McFadden bill. M. S. Sonntag, president 
American Trust & Savings Bank, Evans- 
ville, Ind., appeared in behalf of the bill but 
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History of Volumes 


For eighteen years thousands of banks have submitted questions 
to, and received replies from, the General Counsel of the American 
Bankers Association covering every legal phase of the banking 
business. 

Eight years ago a widespread demand came from member banks 
that these opinions be digested and published, and this resulted in 
the publication by the Association first of a small and later (1921) a 
larger Digest of Legal Opinions. 

Since that time many new statutes have been enacted, many new 
court decisions made and many new legal opinions rendered upon 
important banking problems, and at the suggestion of many members 
of the Association a new and enlarged edition of ‘Paton’s Digest” 
has been in course of preparation for the last four years under the 
supervision of Thomas B. Paton, Jr., the Assistant General Counsel, 
and is now ready for publication. 


Exhaustive Character of Contents 
This digest, in addition to being up-to-date, contains vastly more 
than the 1921 edition. It includes all the important statutory law 
affecting banks and the banking business. It is impossible, in a brief 


statement, to give any adequate idea of all of value that it contains. 
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ard forms of collection agreements, joint account agreements, or safe 
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which have been thought out and constructed after full and careful 
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Federal Reserve Banks, national banks, bankruptcy; or state statutory 
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How Printed and Bound 
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and because of size of type, over seven times the material. They 
are printed on legal machine-finished Opacity paper, bound in Kodo 
leather, and stamped in gold leaf; the best possible, sturdy binding, by 
the Lawyers Cooperative Publishing Company, Rochester, New York, 
specialists in fine legal volumes. The books are now ready for im- 
mediate delivery. Price $20. 
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At certain seasons of the 
year railroad and air mail | 
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should at all times avail 
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said he would be inclined to favor county- 
wide branch banking. 


GROUP of bankers from outlying dis 
tricts in Chicago appeared to ask the 
retention of the Hull amendments and also 
to provide that the minimum capitalization 
for national banks in outlying sections of 
metropolitan cities should be as high as 
provided for state banks in such outlying 
districts. They pointed out that in Illinois 
the minimum is $200,000 whereas the Mc- 
Fadden bill provides a minimum of $100,000. 
These bankers included Isaac N. Powell 
of the Washington Park National Bank of 
Chicago, William J. Rathje of the Mid-City 
Trust and Savings Bank of Chicago, M. B. 
Wells of the Home Savings Bank of Mil- 
wauk:e, and G. G. Fisher of the Merchants’ 
and Farmers’ State Bank of Milwaukee. 

Representative Mcl*adden of Pennsylva- 
nia, author of the bill and chairman of the 
House Banking and Currency Committee, 
appeared on behalf of the bill at the opening 
of the Senate committee hearings. 

“The House is strongly opposed to state- 
wide branch banking, and, in my opinion, 
would not under any circumstances permit 
national banks such powers,” said Mr. Mc- 
Fadden. “The House was practically unan- 
imous in its desire to impose a new condi- 
tion of membership upon state banks in or 
entering into the Federal Reserve System 
which would prohibit the further establish- 
ment of branches by member banks beyond 
the corporate limits of the city in which the 
parent bank is located. The purpose of 
Section 9 is to restrict, as far as Congress 
can constitutionally do so, the spread of 
state-wide branch banking in the United 
States. 

“Branch banking in the Federal Reserve 
System presents a distinct and clear-cut issue 
to Congress. It is a Federal question. Its 
solution cannot be left to the state legisla- 
tures. 

“The House believes the time has come 
for Congress to declare a national policy 
with reference to branch banking. The view 
of the House is embodied in Sections 8 and 
9 of this bill. 

“These provisions have the support of the 
consensus of banking opinion in the United 
States. They are based upon the opinion 
that state-wide branch banking should be 
arrested and held in its present status and 
that its development in the United States 
should be discouraged by the prohibition 
upon the use of the two Federal instrumen- 
talities—as vehicles for its support and ad- 
vancement. If Congress has not the power 
to prohibit the state banks trom engaging 
in state-wide banking, it can at least deny 
to those great branch systems the prestige 
of operating under the guise of the approval 
and prétection of the government of the 
United States.” 
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A New Phase of an Age-Old 
Problem 


By GEORGE WHARTON PEPPER 


United States Senator from Pennsylvania 


grossing experience to sit on the Com- 

mittee of Banking and Currency and 
study the unfolding of a new phase of an 
age-old problem. In recent years our polit- 
ical discussions have turned frequently on 
the struggle between imperialism and de- 
mocracy, between centralization and _ local- 
ization. Quite without our realizing it, that 
issue has assumed large proportions in our 
banking business. 

Such a development has been as natural 
as the disagreement over its merits or men- 
aces should be inevitable. The clash among 
distinctive schools of thought has taken 
place wherever the issue has arisen, whether 
it has been over the relative virtues of sys- 
tems government or organizations of indus- 
try and commerce. 

There need be, therefore, no concern 
lest this problem as it affects our banking 
institutions should be viewed as being in 
itself, apart, revolutionary. Our task is to 
meet it, to seek a satisfactory solution, to 
preserve the rights of all, if possible, cer- 
tainly to transgress none if we may avoid it. 

If any process of stabilization of which 
tax reform is a vital part a sound banking 
system plays an important role. Our bank- 
ers will be doing a great thing for our 
country and for the world if they bear in 
mind that the function of a bank is not 
to oppress through the power of accumula- 
tion but to earn through the medium of 
community service. 


JE has been for me a tremendously en- 


T is not easy to steer a course between a 

narrow, sordid reactionary policy and a 
weakminded and good-natured surrender 
to eager demands for unjustified credit. 
Banking is as much a science as navigation 
and you need to be constantly studying the 
chart, observing the compass and watching 
the stars. 

Of course we are always aware of the 
two forces which are pulling you in differ- 
ent directions. One force is an innate love 
of freedom, a desire to run your business 
in your own way. The other is a recog- 
nition of the necessity for some measure of 
central inspection and control. As I sit on 
the Committee on Banking and Currency, 
I watch the play of these two forces. The 
problem of government seems to be how 
to make the control effective without de- 
stroying the initiative which is the glory of 
the American business man. 

In the case of national banks it seems to 
me that the time has come to relax some of 
the restrictions which at present put the 
members of the system at a disadvantage in 
comparison with state banks and trust com- 
panies. Indeterminate charters, a little more 
freedom in regard to loans on real estate 
security and some clarification of the statute 
which defines the extent of credit that can 
be enjoyed by any one borrower; these are 
among the relief measures that are needed. 


HE branch banking problem gives rise 

to the same difference of opinion which, 
in international relations, divides those who 
are for colonial expansion from those who 
are opposed to imperialism and absentee 
rule. It is evident to me that those who 
oppose unlimited branch banking are in the 
great majority. On the other hand there is 
much to be said in favor of permitting the 
establishment of branch banks in the same 
municipality in which the parent bank is 
located. Certainly this privilege should be 
extended to national banks in any state 
which allows branch banking privileges to 
its state institutions. 

In Pennsylvania we carry our opposition 
to absentee banking so far that we give 
no branch banking privileges to anybody 
anywhere. I would not depart from this 
general policy, which I believe to be sound, 
but I would be willing to go as far as safety 
will permit in allowing branches for both 
national and state banks, within the limit 
of such cities as actually desire them, while 
steadily refusing to take any step which 
threatens the independence and welfare of 
those great factors of national safety—the 
local banks. 


NE of the important phases of our 

legislative proposals to confine branch 
banking to the municipality in which the 
parent bank is situated arises from a deter- 
mination of whether we shall adhere to the 
political or corporate limits or embrace the 
recognized commercial or industrial area. 
That issue is presented in the form of a 
proposal to permit branch banking without 
the contiguous territory, that is to say 
within the area not only of the corporate 
boundaries of a municipality but in such 
adjacent incorporated suburbs, the lines of 
which merge with those of the larger com- 
munity. 

My view has been that the provision for 
branch banking in contiguous territory is 
justifiable, as the considerations for em- 
bracing the commercial boundaries of a city 
are more compelling than adherence to the 
political or corporate limits. 

None of us can gain all he seeks in legis- 
lation. No one in our history has been 
able to have his theories of legislation writ- 
ten into a statute without the crossing of 
a “t” or the dotting of an “i.” The rule 
is that to obtain our major aims we must 
compromise on some details. 

The so-called Hull amendment to the 
Banking Bill, as it passed the House of 
Representatives, is the center of an active 
and a vigorous discussion. I presume that 
bankers interested in this legislation are 
familiar with it. It is clearly an attempt 
to enforce conformity by the states with a 
Federal theory. 

We have tried before to influence state 
legislation in that manner. We sought to 
engage the interstate commerce clause of the 
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Banks Endorse 


Credit Insurance 


Representative banks in all parts of the country 
are recommending this great protective service 
for safeguarding their customers against bad 
debt losses. 


A Leading Boston Bank writes: “Credit Insur- 
ance not only places merchants in a more favor- 
able position with reference to credit granting by 
their banks, but also gives evidence of a policy 
of conservatism in providing against failures at 
all times.” 


A Leading Bank of San Francisco writes: “A 
borrowing account carrying with it a measure of 
Credit Insurance on its receivables is a far better 
credit risk in every way than without.” 


A Prominent St. Louis Bank writes: “Inasmuch 
as the annual turnover of a merchant is several 
times the value of his stock on hand at any given 
time, it is of vital importance that his credit ac- 
counts be insured against unusual loss through 
bad debts.” 

A National Bank of New York writes: “We have 
incorporated in our financial statement blanks 
the question: ‘Do you carry Credit Insurance?’ ” 


Interesting literature, and any specific informa- 
tion about American Credit Insurance which 
may be desired, will be furnished gladly to any 
Banker upon request. 


dhe AMERICAN 


CREDIT- INDEMNITY Co. 
OF NEW YORK J. F.M*° FADDEN, presiDENT 
Offices in all leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 


San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 


Constitution of the United States to con- 
trol the employment of child labor in the 
states. When that failed of sanction by 
the Supreme Court of the United States, 
Congress had resort to the taxing power to 
reach the same end. Again, the Supreme 
Court held the process an invalid one. Now, 
the proposal is to turn to the national bank- 
ing act to influence legislation by states on 
this subject of branch banking. Whether 
the Senate may, in the end, have to accept 
that proposal in order to obtain an agree- 
ment on the other provisions of the pending 
legislation is not for me to say here. 


HE Senate Committee on Banking and 
Currency has considered this legislation 
solely with the thought in mind to bring 


about an equality of opportunity between 
the national banks and the state banks. Our 
national banks are suffering greatly from 
the rigidity of the national banking act as 
compared with the flexibility of the laws 
of the several states. 

What we are striving to do is to obtain 
enac:mint of legislation: with a view to giv- 
ing the national banks a better chance in 
the competition for business as between 
themselves and the institutions operating 
under state charters. 


The production of gold in Canada rose 
from 1,525,382 fine ounces valued at $31,- 
532,443 in 1924 to 1,730,000 ounces with a 
value of $35,768,000 in 1925 according to 
the Dominion Bureau of Statistics. 


The Trend 


(Continued from page 631) 


in the volume of new issues, high grack 
municipal bonds at present prices appeat 
attractive. Their intrinsic value merits th 
consideration of investors, regardless of their 
exemption from Federal income taxes. 

In recent years an important factor in 
the investment market has been insurance 
company buying, particularly that of life 
insurance companies. It has been customary: 
for them to invest a large percentage oi 
their funds in real estate mortgage loans, 
but desirable loans of this character are now 
more difficult to obtain, and it is probable 
that insurance companies will be heavier 
purchasers of bonds in the coming year. 
Bonds are also being bought extensively for 
the endowment funds of educational insti- 
tutions, and savings banks that have reached 
their maximum legal amount in mortgage 
loans may have to invest a larger proportion 
of their funds in bonds than they have 
done in recent years. The permanent na- 
ture of such investments should make for 
greater stability of bond prices through a 
reduction of the floating supply. 


Present Conditions Favor 
Upward Trend 


T is probable that certain public utility 

issues may be legalized as investments. 
for savings banks in various states in the 
coming year, and the bonds of certain rail- 
road companies which have inaugurated div- 
idends on their stccks may also become 
legal for savings banks within a few years. 
Advancing prices for such securities are, 
therefore, probable, regardless of any change 
that may occur in the general price level. 
Continued buying from abroad, particularly 
from countries in which the gold standard 
has been reestablished, should result in a 
better market for foreign dollar bonds at 
possibly higher prices for certain issues in 
that class. 

Unforeseen developments may necessitate 
a revision of any opinion on the outlook for 
the bond market, of course, but an analysis 
of the known factors that influence bond 
prices indicates a continuation of the pre- 
vailing heavy investment demand with a 
supply of new issues insufficient in volume 
to satisfy it—conditions that favor a con- 
tinuation of the upward price trend. 


Why Lose Money? 


(Continued from page 606) 


In the same way every other problem is 


and saying to ourselves there is a correct 
way and a wrong way to handle this matter 
and we will find the right method. 

This can be done, and is being done, where 
banks are working together. When banks, 
in a community or a state, agree that the 
deposit of public funds shall be sought on 
a basis profitable to both parties, the de- 
positor and depositary, and the situation is 
explained fully to public officials, they will 
be found to be reasonable. They want anid 
expect banks to have a fair compensation. 
for the services furnished. 


solved—by meeting the situation squarely 
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Newest Phase 
(Continued from page 617) 


tue of the new interpretation of business. 
Public utility companies, railroad and steam- 
ship lines, progressive manufacturers and 
merchandisers have accepted the doctrine 
of public service as synonymous with good 
business. 


The Leadership in Service 


HE banker knows that a discourteous 

or even indifferent teller will drive away 
more patronage than can be brought in by 
the new business department. Leading man- 
ufacturers direct their salesmen to sell only 
the quantity of goods that can be moved 
off the shelves of the merchant at a profit. 
Disinterested employees have no place in 
the modern business world. Leadership in 
this great movement of service emanated 
from the very corporations against which 
hatred was so pronounced twenty-five years 
ago. 

But service to the general public and 
patrons does not alone define the attitude 
of the professional business man. It has 
required several centuries to recognize labor 
as the most human and sensitive factor in 
the field of production and marketing. Econ- 
omy in labor is the most elastic of all eco- 
nomic forces. The use of land and capital 
has been largely standardized as compared 
to the productivity of the working force. 
For this reason the most enlightened busi- 
ness management keeps in mind the goodwill 
and loyalty of the men who share in the 
responsibility for economy and service. The 
typical American working man is not in- 
terested in benevolence or in communism. 
He is glad to buy the stock of the corpora- 
tion for which he works at a reasonable 
price. Likewise an increasingly larger num- 
ber understand that high wages are the re- 
sult of high productivity. Each year brings 
further evidence that employers and em- 
ployees are bridging the gap created by the 
division of labor and large business organ- 
ization. Whether the policies of Mr. East- 
man and Mr. Ward have blazed the trail in 
the right direction is not the question. The 
fact remains that the most progressive type 
of business leader does not overlook the 
ethical content of modern industry. 

That the merger should have in mind the 
reduction of costs in producing or marketing 
a given commodity may be taken for grant- 
ed; that it may do much to reduce business 
instability may be assumed; that it will 
strengthen the principle of service by en- 
larging economic vision would also seem 
reasonable. But the moral in the present 
unprecedented wave of consolidations reaches 
far beyond greater economy and the good- 
will of the American public. It reaches to 
the very heart of the institutions of private 
property, freedom of contract, and individual 
initiative. Higher ethics and the principle 
o’ service have restored the confidence of 
the people in the business executive. Mer- 
gers mean more economic power in the 
hands of the men who guide the destiny 
of business. Greater power carries greater 
responsibility to stockholders, competitors, 
and the general public. Every merger must 


be promoted with a reasonable profit and 
with a high regard for effective business 
administration. 


Commodities services 


National Bank of Commerce 
in New York 


Established 1839 


STATEMENT OF CONDITION, DECEMBER 31, 1925 


RESOURCES 


Loans and Discounts $329,099,966.19 | Capital Paid up 


Overdrafts, secured 
and unsecured 


United States Securi- 


11,708.86 


53,314,209.89 | 


Other Bonds and Se- 
curities 

Stock of Federal Re- 
serve Bank 

Banking House 


Cash in Vault and due 
from Federal Re- 
serve Bank 


Due from Banks and 
Bankers 


Exchanges for Clear- 
ing House 


Checks and 
Cash Items 


Interest Accrued.... 


Customers’ Liability 
under Acceptances. 


9,548,700.29 
1,500,000.00 


60,890,000.22 


161,987,953.30 


3,735,719.27 
1,749,326.23 


42,739,328.30 
$679,827,961.78 


CHAIRMAN OF THE BOARD 
JAMES S. ALEXANDER 


4,000,000.00 | 


11,251,049.23 | 


| 


| 
| 


| 


LIABILITIES 


$25,000,000.00 
Surplus 25,000,000.00 


Undivided Profits ... 15,935,290.52 


|Dividend payable 


January 2, 1926... 1,000,000.00 


Dividends unpaid.... 14,207.50 


Deposits 543,699,069.67 


| Reserved for Interest, 


Taxes and _ other 


Purposes 4,826,684.62 


Unearned Discount.. 962,835.45 


Acceptances executed 


for Customers..... 43,468,474.79 


Acceptances sold with 
our Endorsement..  19,921,399.85 


$679,827,961.78 


PRESIDENT 
STEVENSON E. WARD 


VICE-PRES/IDENTS 


J. HOWARD ARDREY 
THOMAS W. BOWERS 


ELMORE F. HIGGINS 
ROY H. PASSMORE 


FARIS R. RUSSELL 
HENRY C. STEVENS 


JOHN E. ROVENSKY 


SECOND VICE-PRES!IDENTS 


EMANUEL C. GERSTEN 
EUGENE M. PRENTICE 


CASHIER 
JULIUS PAUL 


EDWARD H. RAWLS 


EVERETT E. RISLEY 
JOHN T. WALKER, JR. 


AUDITOR 
PAUL B. HOLMES 


FOREIGN DEPARTMENT 


VICE-PRESIDENTS 


JOSEPH A. BRODERICK 
DAVID H. G. PENNY 


SECOND VICE-PRESIDENTS 


HARRY P. BARRAND 
FRANZ MEYER 


TRUST DEPARTMENT 


SECOND VICE-PRES!IDENT 
AND TRUST OFFICER 


C. ALISON SCULLY 


ASSISTANT TRUST OFFICERS 


BEVERLEY DUER 
MELVILLE W. TERRY 


DIRECTORS 


JAMES S. ALEXANDER 
JOHN W. DAVIS 
HENRY W. de FOREST 
JOHN T. DORRANCE 
EDWARD D. DUFFIELD 


must be sold to the public at reasonable 
prices and rates. There must be no reward 
for mere cleverness. The next twenty-five 
years will test the strength of the new pro- 
fession of business. Every business man 
becomes a guardian of public faith. There 
will be sentiment in business or it will for- 


‘ever fall short of the requirements of a real 


profession. Law, medicine, education, and 
engineering have reached their present high 


CHARLES E. DUNLAP 


VALENTINE P. SNYDER 
GEORGE E. ROOSEVELT HARRY B. THAYER 
CHARLES B. SEGER 
JOHN G. SHEDD 


ST 
THOMAS WILLIAMS 


standing through a faith in ideals. A loss 
of confidence in the business executive means 
more restraint and less progress, more law 


and less individual energy. 


It is no longer possible to obtain the Monroe 
half-dollars from the Los Angeles Clearing House 
Association. The United States Mint issued the 
commemorative coins several years ago and the 
association acted as distributing agent. However, 
it ceased offering these coins sometime ago. 

Chris H. Rembold, Sixth and Walnut Streets, 
Cincinnati, is handling the Grant half dollars. 


other 
| 
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The Societe Generale of France 


chose the SAFE-GUARD for all its branches because 
it is the only check writer which protects the payee’s 
name; safeguards the legal amount; has exclusive, 
patented features such as automatic ink feed. Are 


you SAFE-GUARDING your checks? 


SAFEGUARD CHECK WRITER CO. 


5-7 Beekman Street 


Scotland first! 


THE ROMANCE and beauty of Scotland 
belong to tne Anglo-Saxon family—as 
much to England as to Scotland, and 
as much to America as to either. 
Much of the best sceneryin Great 
Britain is found along the two London 
Midland and Scottish Railway routes 
to Scotland. Travellers may journey 
north by one route and return by the 
other. 

In the heart of Scotland stands Glen- 


eagles Hotel-—a palace worthy of 
Scotland and Scotland’s guests. 


LMS 


Illustrated pamphlets from John Fairman, 
LMS Ag:nt, 200 Fifth Avenue, New York, 
or from any office of Thos. Cook & Son, 


Farmers’ Income 
(Continued from page 634) 
In all of the other localities the 


cities. 
value of the family-living-from-the-farm 
ranged from $200 to $800 for 70 per cent 
or more of the families. 

In 1918 to 1920 more families were in a 
group that ranged from $400-to-$600-worth- 
of-family-living-from-the-farm than in any 
other group. In 1921, in about half of the 
localities, more of the families were in the 


r 


New York, N. Y. 


ANKS in the largest 
cities and in the small- 


est hamlets use Collins 
Service profitably. 


We can increase your de- 
posits and your profits. 
Ask for details. 


THE COLLINS SERVICE 
230 Columbia Avenue 
PHILADELPHIA 


group ranging from $400 to $600, while in 
the other half of the localities more of the 
families were in the group ranging from 
$200 to $400. In 1922, more families in all 
localities, were in the two groups ranging 
from $200 to $600 than were in all other 
groups. 

Stated in terms of cash income they had 
about five times the value of their family- 
living-from-the-farm to spend in cash in 
1918 and 1919, as compared with only three 
times as much in 1921 and 1922. 


The woodpile saves the farmer a lot in these days of high fuel costs 


Size of Farm and Family 
Count 


HERE are no marked indications in the 

data studied by the Department that 
families living in the better agricultural lo- 
calities obtained more family living from 
their farms than did those in the poorer 
localities. The house rent was valued at a 
little more because of greater values in 
houses in the better farming localities. 

But as a general proposition, and as is to 
be expected, the value of the family living 
drawn from the farm was more for th 
large farms than for the small farms. The 
average value of the family living drawn 
from farms of a given size group in any 
locality was usually more than in the group 
of next smaller sized farms. 

There is a_ relationship between the 
family-living-from-the-farm in a locality and 
the size of the farms, and there is a rela- 
tionship between the family-living-from-the- 
farm and the size of the farm families, An 
increase in the size of the family was usually 
accompanied by an increase in the average 
value of the family-living-from-the-farm. 

Tenants operated 24 per cent of these 
farms. The value of the family-living- 
from-the-farm was a little less for tenants 
than for owner families. The value of the 
food furnished by the farm was practically 
the same but that of the house rent was less. 

“For all of the farm business-survey rec- 
ords included in this study,” says the report, 
“the value of the family-living-from-the- 
farm was approximately one-ninth as much 
as the farm receipts, with variations from 
less than one-twentieth in a few localities 
with large farms and large capitalization 
or with highly specialized types of farming, 
to more than one-fifth in some localities 
with small farms and small capitalization 
or with little specialization as to type of 
farming. Prominent among the former lo- 
calities are Polk County, Florida, Sherman 
County, Oregon, and the Palouse country 
of Idaho and Washington; and among the 
latter are Sussex County, Delaware, Ca- 
tawba County, North Carolina, Jones 
County, Mississippi, and Washington 
County, Ohio.” 

More or less farm labor was performed 
by other members of the family besides the 
operator. Estimates of the worth of this 
type of labor varied from an average of 
less than $100 per farm to over $200. The 
value of this labor was less than one-third 
as much as the value of the family-living- 
from-the-farm in most communities and 
approached or exceeded one-half as much 
in some communities. But in no case did 
the value of the labor equal the value of the 
family-living-from-the-farm. 


What is “Family Income” 


HE farm income plus the unpaid family 

labor more nearly represents the amount 
available from the farm business for owner- 
farmers and their families to spend and to 
save than does any other income usually 
discussed. The department terms it the 
“family income.” 

Family income was but a negligible in- 
crease over farm income in a few localities, 
as in Polk County, Florida, but in localities 
with comparatively low farm incomes or 
relatively large amounts of family labor 
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it sometimes represented an increase of 20 
per cent or more over the farm income, as 
in Washington County, Ohio. 

sometimes it represented a small relative 
increase over the farm income in some 
years and a large increase in other years, as 
in the Palouse country of Idaho and Wash- 
ineton in the years 1919 and 1921. 

The family-living-from-the-farm is large 
in relation to the farm receipts, the farm 
income, the family income, and the labor 
income, in lean years and in years of gen- 
eral depression—much larger, relatively, 
than in years of prosperity, according to the 
Department figures. Therefore, the family- 
li\ing-from-the-farm may well be looked 
upon as a form of insurance, and the De- 
partment believes that it is wisdom on the 
part of all who are in a position to advise 
farmers to urge them to produce food sup- 
plies for the farm family to the greatest 
practicable extent. 


Gold Trusteeship 
(Continued from page 614) 


HESE steadier conditions in the money 

market, coupled with the fact that in 
the last ten years there have been added 
to the money market two new and very 
prime instruments, the banker’s acceptance 
and the short Treasury certificate, have been 
instrumental in giving the New York money 
market an international importance that it 
could not formerly have. New York has 
become a new center for the investment of 
the surplus funds of the world and now 
shares with London the responsibilities 
which go with this position. Not only do 
foreign commercial banks and other cor- 
porations keep larger balances here and invest 
funds in our money market, on account of 
the increased banking and commercial im- 
portance of the United States, but many 
foreign banks of issue now carry some of 
their surplus funds in our money market, 


a thing which I think we may safely say. 


they seldom, if ever, did prior to 1914. 
With these larger contacts between the 
New York market and markets in other 
countries, our money market conditions are 
much more affected by those of foreign 
countries than before. Conversely the bet- 
ter organization of our own money market 
enables this country to exert more influence 
than before upon gold movements and ex- 
change fluctuations. As the Federal Re- 
serve banks, and primarily the Federal Re- 
serve Bank of New York because it is sit- 
uated in the-New York money market, are 
the organizations which have responsibility 
in such matters, we have felt it desirable 
to establish contacts and relations with a 
number of the important foreign banks of 
issue which have similar responsibilities in 
their respective countries. By means of 
these relationships information is exchanged 
which is mutually valuable in the discharge 
of these responsibilities, and such business 
transactions as may be necessary and proper 
are undertaken. At a time like the present 
when the world is slowly, but surely, strug- 
gling back to the gold standard the Fed- 
eral Reserve banks have in certain cases, 
when requested, and where a definite pro- 
gramme made it practicable, extended credit 
to foreign banks of issue to assist in the 
resumption of gold payments or for the im- 
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HALF A BILLION 


and a hundred million more 


Resources 
$626,000,000 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


DEPOSITS MORE THAN 500 MILLION 
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ESTIMATED’ 


CATERPILLAR TRACTOR Co. 


Executive Offices: San Leandro, California, U.S. A. 
Factories: Peoria, Illinois - San Leandro, California 


New York Office: 30 Church Street 


Successor to 


B E ST 


provement of their monetary conditions. Our 
feeling has been that aid so extended to 
foreign banks of issue was a valuable con- 
tribution on our part to American com- 
merce, industry and agriculture because it 
assisted in stabilizing foreign currencies, 
markets and purchasing power. We have 
also felt nothing could so facilitate the free 
flow of credit from one market to another 
in accordance with the natural laws of sup- 
ply and demand as to have the important 
money markets of the world resting again 
firmly on a gold basis. 

To sum up, then, the Federal Reserve 
System acts as a trustee for the gold re- 
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“Caterpillar” 
Tractors reduce 
the risks on 
many a job. 


They hold to 
their workin un- 
certain weather. 
They do not 
balk on cold days 


nor sulk on hot. 


Ample traction 
increases their 
effectiveness on 
wet ground. 


Simplified de- 
signsand quality 
materials insure 
a low upkeep 
cost. 


Costs correctly 
calculated mean 
assured profits. 


Prices on “Caterpillar” 
Tractors: 
F.O.B. San Leandro, Calif. 
SIXTY $5500 
THIRTY 3400 


F. O. B. Peoria, Ill. 
SIXTY $5500 
5-TON 3650 
2-TON 1950 


serves of the banks of the country. It is 
charged with their administration in the 
interest not of the banks alone but of busi- 
ness and the public as well. Just now, as 
this country holds far more than its usual 
proportion of the world’s gold supply, the 
Reserve System probably holds in its trust 
a certain amount of gold that may event- 
ually flow back to other countries. The 
administration of this gold trusteeship in- 
volves not merely some measure of respon- 
sibility for credit conditions at home; it 
also involves some regard for the relation 
of the American money market to the money 
markets of other countries. 


Teaching the Young 
(Continued from page 632) 


worth and a nickel’s worth of some favy- 
orite taffy. 

“They do not realize that their mother 
and father in turn did not get the m 
that is given them without giving someth 
in exchange for it. This is the task ¢ 
the parent must teach them. But whe: 
is made clear and they early get a gra-) 
of the relationship they bear to the ent 
family resources, a corresponding caret: 
ness will develop.” 


Wise Spending As Well 


66 T is not enough just to give children 

money and direct them to save it all 
That is no longer the accepted philosophy of 
saving. They should be taught that it is 
their duty to save part of whatever they 
get—and, for safety’s sake to save first; but 
then they should also learn to spend wisely 
for their needs and to think of others by 
sharing what they have with someone, who 
has less. 

“To parents, who seek our advice as to 
at what age a child should first be given an 
allowance, we frankly admit our inability to 
lay down any very definite rule. Children 
differ so in their mental development, re- 
gardless of their ages. However, we would 
say that certainly at six years it is not too 
early. As soon as they begin to go to school, 
they can be taught the different coins and 
their values. Surely as soon as they begin 
the study of arithmetic, they can find a real 
practical usefulness of their new accom- 
plishments by making little records of their 
money transactions. 

“When the children are very small, they 
will of course have only a few things that 
will be considered as necessary to be taken 
care of with the allowance. If they are 
started with ten cents a week, perhaps a 
toy bank can be given to them and sugges- 
tion made that part of the allowance im- 
mediately be put in it. Then doubtless, 
there will be needed money for Sunday 
Schooi collection or other charity gifts. If 
they are careless with pencils or some other 
special articles, we suggest that it be made 
clear to them that if one is lost another 
must be bought and paid for with their 
money. If this uses up what is left and 
means going without an ice cream cone or 
a lollypop, it will be surprising how soon 
pencils are found when mislaid temporarily. 

“As the child grows older, from time to 
time the allowance should be increased anc 
the items to be taken care of by it likewise 
proportionately enlarged. When boys and 
girls get beyond twelve or thirteen, they 
should surely begin to buy some of their 
own clothes—especially those articles that 
are so invariably treated with scant con- 
sideration when supplied by the parents. If 
provided by the children from their allow- 
ances, they will last longer and the habit 
will be formed that will develop a thrift 
attitude in other things besides money. It 
is my firm belief that boys and girls, too, 
should be early expected to earn part at 
least of their allowance. Little girls can 
be paid for drying dishes or doing some 
marketing for their mother, while boys may 
earn their pin money by sweeping walks, 
cutting grass or shoveling snow.” 
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“An allowance, given to a child at def- 
mnitely stated times, avoids many argu- 
ments as to whether a certain‘sum should 
he used for a certain purpose. The child 
will have the power of choice, within reason, 
f course, and will soon learn by experience 
:o use judgment in making choices. When 
the child’s savings grow and reach a sum 
large enough to earn interest, a bank ac- 
count should be opened in the child’s own 
name. The magic of compound interest will 
teach in a more graphic way than any lec- 
ture could, the power of capital at work. 
lf a child is taught that it is not an ex- 
ceptional thing but the expected thing for 
every adult to have a bank account in years 
to come there will be a great deal less 
, difficulty in the world in the field of money 
matters.” 

The Money Book is just such a ledger as 
John D. Rockefeller might have wished for 
when he entered in his childish scrawl the 
various items in the spending and saving of 
his ten cent allowance. Its double page 
spread is 11 inches wide by seven inches 
high. There is plenty of room between the 
ruled lines for the large sized ciphers and 
numerals that children ordinarily draw. 

However, the bank is of the opinion that 
as it is well worth while to teach the chil- 
dren to save and spend wisely, the money 
book will make it easier for the youngsters 
to learn that vital art of managing money. 

The books are distributed in cooperation 
with the schools and the teachers seek to 
impress the boys and girls on the benefits 
accruing from their use. 


Service Charge 
(Continued from page 611) 


town banks was $1,280,140,000 on February 
3, $1,340,433,000 a week later and $1,354,- 
170,000 on February 17. 

The totals of the call and time loans as 
reported by the New York Reserve Bank 
have ranged around $3,100,000,000, with an 
average of about $2,150,000,000 out on de- 
mand and $950,000,000 6n time. 

The picture of loans from the borrowing 
side was given by the New York Stock Ex- 
change early in February when it announced 
that its members were borrowing on security 
collateral slightly more than three billion 
dollars from the New York banks and trust 
companies and almost $500,000,000 from 
private banks, foreign bank agencies and 
from other large moneyed interests. 

As may be observed, the total of loans 
to finance security transactions as revealed 
by the two sources do not check. There 
are several reasons for this. There is one 
large bank and several other sizable in- 
stitutions in New York that are not mem- 
bers of the Federal Reserve System and 
their loans are not reflected in the Reserve 
bank figures. The Canadian banks, the agen- 
cies of foreign banks and private banks are 
factors in making street loans but their 
operations are not included in the report. 

On the other hand, the Stock Exchange 
includes only the borrowings of its mem- 
bers and the New York banks lend large 
sums to security dealers and brokers who 
-lo not have seats on the exchange. 

Thus, there has been an overlaping and 
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Dividends Regularly for 40 Years 


Constant war on waste 
Products of first quality 
Uninterrupted dividends 
Stability of earnings 


Small profits per pound 
on large volume 


The life history of Swift & Company’s operations 
is thus briefly summarized. 

The chemical laboratory and the constant 
search for improved methods have reduced waste 
to a minimum. They have also enabled us to 
improve greatly the quality of your meat. 

Thrift and conservative policies have made it 
possible to pay dividends without interruption 
for 40 years, although our profits have averaged 
only a fraction of a cent per pound of product. 

Swift & Company thrift has benefited others 
beside Swift shareholders. A portion of the gains 
resulting from thrift is passed along to the 
producers of live stock and to the consumers of 
meat. Competition sees to that. 


Swift & Company 


a gap in the two sets of figures that have 
tended to blur the picture of the relation of 
banks to street loans in the nation’s financial 
center. However, it is estimated that the 
street loans of all New York banks for them- 
selves and their correspondents amount to 
about $3,500,000,000. 

A background that will afford a real com- 
parison is lacking. The mere revelation that 
the call and time loans of the New York 
banks amounted to $3,141,125,000 during the 
first week of the new year does not mean 
anything by itself. One could judge as to 
whether this figure were high or low only 
by contrasting it with the totals for pre- 
vious periods. Such a yardstick is lacking 
for recent years although comparable figures 
for street loans placed by the New York 


banks for 1919, 1920 and the first half of 
1921 were developed by the Joint Commis- 
sion of Agricultural Inquiry that Congress 
created to study the causes of the farm 
depression. At the peak of the famous bull 
market of 1919, the street loans were just 
$1,500,000,000. 

If the Federal Reserve Board chose to 
do so, it might reveal the volume of funds 
loaned by the banks to the security brokers 
and dealers to breach the hiatus in the fig- 
ures because it has collected this informa- 
tion for a long time. The reason that it 
withheld these figures at the outset doubt- 
less may be laid to its desire to make public 
the statistics on brokers’ loans without dis- 
turbing the market too much. At that time, 
it was nervous and subject to shock. 
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HE record of one typical 

day on the New York 

Stock Exchange recent- 

ly showed transactions in the 
For 


142 of these companies the 


shares of 464 corporations. 


Guaranty Trust Company acts 
as Transfer Agent or Registrar. 


This is substantial evidence of 
the position occupied by this 
Company in the field of trust 
service. We act in every trust 
capacity—as transfer agent, reg- 
istrar, trustee, etc., for corpora- 
tions; and as executor, trustee 


under wills, etc., for individuals. 


Guaranty Trust Company 
of New York 


PARIS 


NEW YORK LONDON 


LiVERPOOL 


Tendency to Firm Rates 


ITHIN due time, however, the finan- 

cial world will have data that prom- 
ises to afford a better understanding of the 
functions of the collateral loans, the relation 
of time and call loans to the money market 
and what causes, more or less directly, lead 
to changes in the rates for these loans. 

The funds that the interior banks have 
forwarded to New York for street loans 
have long been regarded as the money that 
they could spare temporarily after taking 
care of the financial needs of their com- 
munities. It thus serves as an indicator of 
the surplus of funds that exists in the coun- 
try. The total amount of money borrowed 
by the New York Stock Exchange mem- 
bers will show to a measurable extent the 
volume of speculation that is going on in 
the security market. Until recently, the 
financial world had to judge the position 


HAVRE 


BRUSSELS 
ANTWERP 


of these two important factors by other 
less satisfactory signs and indefinite indi- 
cators. 

The effect of the imposition of this ser- 
vice charge may be far reaching, for it 
represents a quarter of one per cent in- 
terest on about one-half of the funds that 
Wall Street borrows. It was believed that 
the first immediate effect would be to make 
money rates more firm, because even such 
a slight margin has a definite influence in 
determining the channel through which funds 
pour seeking investment, and it was antici- 
pated that there would be a tendency on 
the part of interior banks to keep more of 
their loanable funds in their own com- 
munities. 

On the surface, the introduction of the 
service charge would mean that the country 
banks would obtain roughly ™% per cent 
less interest on their funds than hitherto. 
It remains to be seen, however, whether 


this part of the cost of money will fall 
the supplying banks or on the consumii 
brokers. If there should be a heavy with 
drawal of interior bank funds, this woul 
create a shortage and if the demand ex- 
ceeded the supply, call money rates would 
go up. The higher yields would, in turn, 
attract more of the surplus money and th: 
rates would ease off. It is too early t 
judge whether the service charge will re 
sult in raising the level of rates on all cal 
money, or whether it will merely diminis! 
the interest yield that the interior bank: 
will obtain by the % of 1 per cent. 

The New York banks report that the 
reaction of the out-of-town banks to thi 
introduction of the charge has been gener 
ally favorable. 


Condition of Business 
(Continued from page 629) 


portation facilities have made it possibl 
to depend on frequent re-orders rather than 
carrying heavy inventories. In the absenc 
of competitive bidding for commodities, 
prices have generally remained stable; and 
with a rapid turnover of goods, only a mod 
erate increase in bank accommodation has 
been required to finance the larger volum: 
of trade. 

For a group of nearly 300 representativ: 
industrial, mercantile, and public utility con 
cerns, whose earning statements have been 
compiled by the Federal Reserve Bank oi 
New York, net profits in 1925 were about 
30 per cent larger than in 1924, or in 1923. 
Varying tendencies in different lines of 
business during the past three years are 
indicated in the following statement, which 
takes 1924 figures in each case as 100 per 
cent. 


The Net Profits in American Business 


Number 


Concerns. 1923 


ils 
Motor and accessories. 
Rubber 
Food products 
Textiles and clothing. . 
Tobacco 
Miscellaneous industrial. 73 
Stores 1 


Total 10 groups .... 


Telephone 
Other public utilities.. 36 


Total public utilities. 104 


Total 12 groups......294 


*Partly estimated. 


With the exception of railway equipment, 
every class of industry showed an increase 
in profits as compared with 1924; and in 
most classes, increases were also shown 
over 1923. Gains were largest in the rub- 
ber, oil, and automobile industries, although 
automobile production was only slightly 
larger than in 1923. Telephone companies 
and other public utilities, the demand for 
whose services is relatively little affected 
by changes in general business conditions, 
continued to show increases in net profits. 

Net operating income of Class I rail- 
roads increased 15 per cent in 1925, 
both as compared with 1924 and 1923, and 
was the largest in recent years. The returm 
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Class 1925 
122 100 112 
Railway equipment ... 9 190 100 80 
76 100 191 
133 100 205 
49 100 205 
100 100 106. 
362 100 172 
97 100 106 
101 100 131 
93 100 125 
190 110 100137 
91 100 123* 
100 121* 
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on capital invested was still, however, some- 
what smaller than the 534 per cent rate es- 
iblished by the Interstate Commerce Com- 
nission as a “fair return.” The improve- 
ment in net income as compared with 1924 
was much larger than the increase in gross 
evenue received. Carriers were able to 
ichieve this result through economies of 
peration which have followed in part from 
ncreased expenditures on equipment, road- 
bed, and other parts of the plant during the 
past few years. The “operating ratio,” or 
he percentage of revenues which goes for 
expenses, declined from 76 per cent in 1924 
to 74 per cent in 1925. 

Each of the main districts of the country 
shared in these improvements, as is evident 
irom the following statement, based on com- 
putations of the Bureau of Railway Eco- 
omics. 


Per Cent Change 
from 1924 Operating 
Ratio 
Gross Net 
Revenues Income 1924 


District 
Southern 
Western ee 
United States. 


Seasonal Growth in Credit 


| the latter part of January, the seasonal 
decline in the demand for credit at re- 
porting member banks in leading cities came 
to an end, and in February loans made for 
commercial, industrial, and agricultural pur- 
poses increased about $50,000,000. The total 
of such loans was still well below the sea- 
sonal peak of last October, however. Ex- 
pansion in February occurred chiefly outside 
the New York district, and was accompanied 
by a withdrawal of funds from the New 
York money market. This flow of funds to 
the interior impaired the reserves of banks 
in the New York district, money rates stif- 
fened, and member banks increased their 
borrowings from the Reserve bank by nearly 
$100,000,000 between January 27 and Feb- 
ruary 17. While the expansion in total 
credit extended by the New York bank was 
somewhat larger than in the two preceding 
years, the general movement was in accord- 
ance with past experience and restored the 
total of bill and security holdings of the 
bank to about the same level as early in 
December. 

The stiffening of conditions in the money 
market in February was also normal for 
the season. Prevailing rate on call loan re- 
newals advanced to 5 per cent as compared 
with 4 per cent in January, and time money 
rates were also slightly higher at 434 per 
cent. Commercial paper rates, which like 
bankers’ acceptance rates, fluctuate less 
widely than those on security collateral 
loans, held steady at 4% per cent for prime 
names, although the volume of paper offered 
in the market showed some seasonal increase. 


The Import Trade Balance 


———— imports in January 
were the largest for any month since 
1920, while exports showed a considerable 
decline, both as compared with December 
and with January, 1925. A small “unfavor- 
able” tirade balance resulted, the first for 
January in any year since 1893, although 
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“Such rapid growth—” 


Said the president of one of our correspondent 
banksinthe Middle West, upon noting that the 
Union Trust Company had more than doubled 
its depositsin thelast seven years, “proves again 
how quickly American business recognizes any 
effort to be of genuine and helpful service.” 


We invite inquiries regarding the constructive help this Bank 
extends to institutions requiring a Chicago correspondent. 


Craic B. HAZLEwooD 
Vice-President 


COMPANY 


CHICAGO 


Complete Wire Service—Direct B/L and Collection Facilities 


Harry A, WHEELER 
President 


TRUST 


NS 


there have been seven other cases of adverse 
balance of trade in the last three years, 
following an uninterrupted export balance in 
every month from 1914 through 1922. 

Many temporary movements in foreign 
trade may cause a shifting of the balance 
in any single month, and for this reason 
the meaning of the swing in direction is not 
entirely clear. Exports of grain and grain 
products have for some months been run- 
ning considerably below last year, when the 
European wheat crop was short and ours 
was abundant. Cotton exports this season, 
as mentioned before, have also been con- 
siderably smaller than last year when for- 
eign spinners were replenishing their stocks 
after several short crops. On the other 
hand, imports have been increased by larger 
totals for rubber and silk. 


SSS NNT N 


A tendency toward an unfavorable balance 
of trade on merchandise account is to be 
expected, as a result of the great amount 
of American investments made abroad in 
recent years. The return flow of interest 
from these investments becomes an impor- 
tant item in the sum total of international 
payments, and gradually tends to offset the 
new remittances of capital abroad. These 
processes work out slowly, but in the long 
run, such interest payments tend to be re- 
mitted in the form of goods. In the case 
of Great Britain, the operation of this prin- 
ciple has resulted in a regular import bal- 
ance of merchandise. 

In the stock market, the average price 
of representative industrial shares advanced 
in the first half of February to further new 
high levels, which were about three points 
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Established 1904 


Detroit Cleveland Philadelphia 


People have come to demand modern facilities in both 
homes and offices, and to obtain them they are con- 
stantly moving from old and antiquated buildings into 
new high-grade, superior structures. 


This activity creates a continued demand for modern 
buildings to replace the old ones in recognized busi- 
ness and residential centers. 


For many years first mortgage real estate bonds have 
played a vital part in the development of our cities. 
Our present day structures have been made possible 
thru the modern financing methods used by institu- 
tions offering first mortgages and first mortgage bonds. 


American Bond & Mortgage Company has been thru 
many periods of economic depression as well as of pros- 
perity, and has always, during such periods, adjusted 
its safeguards to protect the customers’ interests and to 
offer bonds only which are fundamentally sound. 


AN OLD RESPONSIBLE HOUSE 
Capital and Surplus over $7,500,000 


127 North Dearborn St., Chicago 


EVERY DOLLAR THAT HAS BECOME DUE ON FIRST MORTGAGE 
BUILDING BONDS SOLD BY US HAS BEEN PAID TO EVERY INVESTOR 


First Mortgage Bonds 


and the 
Demand for Modern Structures 


With increasing population has come a need for greater 
housing facilities ; and with the advance in standards of 
living has come an even greater demand for buildings 
equipped with modern conveniences. 


For over twenty years, every dollar that has become 
due on the first mortgage building bonds sold by this 
Company has been paid to every investor. 

We offer first mortgage bond issues secured by 

properties in the better sections of the leading 

cities of the country, where building needs are 

most urgent, earnings most certain, margins of 

safety most secure, and appreciation of value 


Send for Our Current List AJ-235 


AMERICAN BOND & MortcAcE Co. 


Incorporatea 


345 Madison Ave., New York 


Boston And over 30 other cities 


above those reached last November. Rail- 
road shares were generally steady at levels 
slightly below those of early January. 
After the middle of February, industrial 
stocks worked irregularly lower, followed 
near the end of the month by substantial 
declines as a result of heavy selling pres- 
sure. For a group of fifty representative 
stocks, half -rail and half industrial, the net 
loss in two weeks amounted to around ten 
points, or about the same amount as occurred 
in November and in March a year ago. 
Even with this setback, average prices were 
higher than at any time prior to last fall. 
Bonds of domestic corporations continued 
strong in February and price averages again 
crept up into new high ground since 1917. 
United States Government issues were steady 
or better, the tax-exempt First Liberty 34s 


rising 34 of a point to a new high level for 
the year. Foreign government bonds were 
also strong. As money conditions became 
slightly firmer after the middle of February, 
small recessions recurred in the bond market 
generally. 


Common Stocks 
(Continued from page 612) 


common stocks. It is true that additions 
to the common or capital stocks of other 
roads have occurred in the past decade, the 
most striking that of $100,000,000 to New 
York Central’s capital structure through 
conversion of its 6 per cent debentures into 
7 per cent stock, and there have been small 
exchanges of Atchison, Topeka & Santa Fe, 
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Southern Pacific and Norfolk & Wester 
bonds into common stocks. 

In January, 1917, the New York Central, 
whose stock was then on a 5 per cent divi 
dend basis, offered shareholders the righ: 
to take $25,000,000 new stock at par. Only 
$258,900, or about 1 per cent, was sub 
scribed. Better success attended the offe: 
in 1924 of a similar amount, but then New 
York Central stock was on a 7 per cent 
dividend basis and quoted at a substantial 
premium. ' 

To illustrate the different methods of 
financing of two groups of corporations 
let us take the railroads and the public 
utilities. In 1925 the former issued $498,- 
000,000 bonds and $16,218,000 stocks; the 
latter sold $1,175,000,000 bonds and nearly 
$550,000,000 stocks. In the past five years 
the railroads have disposed of $3,152,000, 
000 bonds, an annual average of about $630, 
000,000, and $126,000,000 stocks, or $25, 
000,000 annually. 

The American Telephone & Telegrapl 
alone has sold $360,000,000 new stock to 
its shareholders at par since 1921 and 
today this stock has a market value of 
approximately $540,000,000. Billions of 
dollars worth of public utilities stocks, 
mostly preferred with a fair proportion 
convertible into common, have been distrib- 
uted to investors and to local consumers of 
light, heat, power and telephone companies. 
Numerous manufacturers of well known 
products have had no difficulty in selling 
their common stocks to a public that was 
inoculated with the “equity” bug and was 
not much concerned with mortgages. How- 
ever they were not handicapped by limita- 
tions as to price which could be what good 
judgment determined. The railroad, on the 
other hand, cannot sell its common stock 
at a figure less than par, be that par value 
$100, or $50 or $25 a share. And as rail- 
road earnings were for several years after 
federal control not much more than suffi- 
cient to cover interest charges and have 
only in the past year been good enough to 
reattract the investor and speculator to 
railroad securities there were few premiums 
on common stocks recorded on the official 
lists of the stock exchanges. The public 
will not subscribe to a stock at par unless 
it is at the time quoted well above par and 
there is value to his “rights.” 


Steps in Financing by 
Common Stock 


HE progressive steps of a programme 
of railroad financing by common stocks 
are as follows: incredse gross earnings, 
and simultaneously, increase operating effi- 
ciency so that the percentage of net income 
gain will exceed the percentage of gross 
revenue gain; gradually raise the dividend 
rate on the common stock so that it remains 
in balance with surplus earnings but in- 
creasingly invites interest in and accumula- 
tion of the stock at a rising scale of prices. 
When this rate has been fixed permanently 
at a figure which commands a sizeable pre- 
mium for the common stock the time is ripe 
to offer shareholders the “right” to take 
new stock at par or as much higher than 
par as it can be distributed. 
The Southern Railway illustrates the 
carrying out of this programme part way. 
It has not yet offered its common stock to 
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its shareholders. It has, however, completed 
the earlier stages of the programme and 
within a year established its common stock 
on a 7 per cent dividend basis with a 
price last December of 120%. The St. 
Louis & San Francisco has done about the 
same thing though not so successfully for 
though its dividend is also 7 per cent its 
common stock has shown but a small tem- 
porary premium. These are the two most 
striking instances of credit recovery that we 
have in the railroad renaissance period in 
which we are living. 

Others are working to the same goal, 
as the Baltimore & Ohio which sus- 
pended its dividend from 1920 to 1923 and 
then renewed it at a 5 per cent rate and 
will move cautiously until its revenue ac- 
count justifies a higher payment. Some 
day it is expected to return 7 per cent to 
shareholders. The Southern Pacific, once 
it has brought to an income producing stage 
the various lines in the United States and 
Mexico on which it has been expending 
millions of capital, may possibly show more 
liberality to shareholders and instead of 
giving them 6 per cent dividends raise the 
rate to 7 per cent. It took the directors 
of the Atchison, Topeka & Santa Fe about 
ten years to decide whether it was wise policy 
to pay 7 per cent when they were earning 
between 12 and 15 per cent. It is not im- 
probable that the Pennsylvania Railroad will 
before long establish its dividend at 7 per 
cent. In fact such an announcement was 
expected to have come from the January 
meeting of the board of directors. 


Aim for a 7 Per Cent 
Dividend 


N all of the illustrations given the man- 

agement’s aim has been and is for a 7 
per cent dividend rate. It is felt that a 
smaller dividend will not justify sufficient 
premium on a railroad common stock to 
make it attractive for new financing. One 
remembers, too, that there has been almost 
no railroad common stock financing since 
that period in the early years of this cen- 
tury when Northern Pacific, Great Northern, 
Chicago & Northwestern, Chicago, Milwau- 
kee & St. Paul, Soo Line, and in the East, 
the New York, New Haven & Hartford, 
had long established their common or capi- 
tal stocks on a 7 per cent dividend basis 
and these stocks sold at enormous premiums. 
Owners of the stocks of these roads bought 
new stock which gave them a return of 
under 4 per cent, or 1 per cent less than 
the bonds of these same companies are 
yielding today but neither the Northern 
Pacific nor the Great Northern could sell 
additional stock now as their shares are at 
a 25 per cent discount even though the Great 
Northern last year earned more than 9 per 
cent though it paid only 5 per cent. Of 
course, there has been a great economic 
change in the Northwest since the days of 
J. J. Hill and also a difference in political 
relationships between railroad managers and 
statesmen but the prices of the shares of 
the stable roads in that region are as much 
deflated today as they were over-inflated in 
the earlier time. 

Where it is possible, it is obviously a 
much better policy to finance with stock 
than with bonds. But generally it is not 
a question of choice but of expediency. The 
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railroad president and his executive com- 
mittee are always anxious to borrow at the 
lowest possible rate. Bonds are less ex- 
pensive to carry than stocks. A 5 per cent 
bond can be marketed when the cost of 
borrowing on common stock might be 6% 
per cent or 7 per cent. Expediency is dan- 
gerous and it proved fatal in the case of 
the Southwestern group. It is going to take 
some time for the public to thoroughly re- 
cover its confidence in railroad securities 
in spite of the fact that earnings are at 
present the best on record and railroad man- 
agement as a whole superior to that of 
earlier generations. For this reason it is 
best not to expect too much of a change 
from the present form of railroad financing 
by bonds and notes and equipment trust 
certificates rather than by stocks. 


The Prey 


(Continued from page 605) 


der to bleed them of the last drop of blood 
they had to give. 

And the unfortunate thing about it all is 
that the borrowers in these two cases found 
it necessary to meet such exorbitant terms 
because they had one time lost their surplus 
cash through ill-advised investments. 


The Hi-Jacker Appears 


HERE has recently appeared on the 
horizon in the investment and promotion 
field a new character known by the name 
of hi-jacker. He occupies the same relative 
position in his field as does the hi-jacker in 
the liquor trade. He is craftier and more 
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operate with those who save they can make 
it hard for these plunderers to continue jn 
the business of plundering. If our bankers 
will seize every opportunity to caution thiecir 
depositors against the pitfalls of wildcat 
speculation, they will do much to reduce 
future losses. 

Hasten the day when our bankers, without 
exception, will gladly welcome interviews 
with depositors who contemplate making in- 
vestments! Hasten the day when bankers 
who are unable to express an opinion as to 
the value of certain questionable speculations 
and investments of doubtful value, will urge 
an investigation, or recommend, in the stead 
of little known securities, investments of 
unquestioned responsibility and 
power. 

Because the field of investments is large 
and varied a few of our bankers may hesi- 
tate to assume the responsibility of advising 
their depositors in investment matters. They 
may falter in the discharge of their duty 
because questionable schemes of one kind 
or another spring up daily. But the “bark 
is worse than the bite,” the task which at 
first thought appears almost unsurmountable 

- is not difficult to perform. Surely the least 
that any banker can do would be to recom- 
mend some good investment as a substitute 
for the one of doubtful value. 


To Bank 
Executives 


FRE 


A beautiful sample 
Autopoint Pencil 


See coupon below 


earning 


‘*That’s mighty fine of 
The First National”’ 


This New Pencil 


Keeps your name at your pros- 
pect’s finger tips all the time! What 
it means in business good will 


tives of many big banks have racked 

their brains to find an auxiliary 
sales force for getting new business. Here 
is the method now adopted by thousands 
of important banks with a success their 
previous efforts have made seem all the 
more spectacular. 

Ordinary ‘‘souvenirs” were of short life. 
They failed in the important duty of sell- 
ing the thing they were supposed to adver- 
tise. 3ecause their novelty soon wore off 
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they were discarded to the waste basket, or 
given to clerks or stenographers. 

Not so those firms that use the new 
Autopoint pencil. For this successful little 
reminder is one that no man, no matter 
how many pencils he might own, would 
ever discard. 

Once a man has written with Autopoint, 
a new writing delight is his. His Auto- 
point becomes his pocket companion. Your 
advertisement on the barrel is constantly 
at his fingertips. 

Read the important exclusive features 
of Autopoint—its non-breakable construc- 
tion, its feather lightness, its simplicity. 
See the important big firms that use it 
constantly in their daily business. Firms 
who have weighed the importance of their 
special advertising and give first place to 
Autopoint. 

Then clip the coupon and mail it for 
our interesting proposition, for a fine sam- 
ple Autopoint for yourself. Get the prices 
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name. Do not overlook this new impor- 
tant way to advertise your business. 

Mail the coupon NOW. 
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daring than the average high-powered pro- 
moter, for it remains for him to swindle 
promoters out of the spoils of their crooked 
manipulations. And why have we hi-jackers 
in the investment and promotion field? Be- 
cause promoters are cleaning up thousands 
and millions of dollars on savings bank de- 
positors, and the hi-jacker believes in get- 
ting his share, by swindling the promoter. 


What Is the Solution ? 


NLESS our bankers come to the rescue 

of such of their depositors as are sus- 
ceptible to the flattering appeal of wildcat 
promoters, the daily loss of savings deposits 
through unwise investment is certain to in- 
crease as time goes on. 


Without obligation, please rush sample Autopoint Pencil, 
your business-building gift proposition, prices of pencils 
and stamping and full information. I attach business 
ecard or letterhead. 


In fact, 
schemes of doubtful value—schemes which 
have all the earmarks of being crooked or 
unsound, can be disposed of by the state- 
ment that they are undesirable. Such a 
statement will prevent a large percentage 
of present losses. In every case where cus- 
tomers call at the bank, excited and nervous 
over some scheme where, by investing a few 
hundred dollars they will make thousands, 
any banker who is half awake will at once 
sense the situation. He knows that the cus- 
tomer is carried away with a dream that 
is too good to come true, so let him say so. 
The banker knows that the depositor is 
being rushed off his feet, with “hurry, 
hurry and get in on the big clean-up,” and 
it remains for the banker to caution the 


depositor against such tactics. If not, the 
customer will go away and be rushed into 
a poor investment. In order to prevent this 
happening all that our bankers will have to 


do is to suggest in all such cases that their 
customers make it a rule always to bring 


J. high-pressure salesmen to the bank to be 


I firmly believe that promoters and high- 
pressure salesmen are becoming more and 
more crafty. Shrewder ways are being re- 
sorted to in order to trap the novice investor. 
As for the savings depositor, he is doing 
practically nothing to inform himself on 
what constitutes a safe investment, and un- 
fortunately, our bankers are doing practi- 
cally nothing to correct this situation. It is 
deplorable that the depositor does not profit 
by experience and for this reason he is vic- 
timized a second time, in an endeavor to 
recover that which he has already lost. It 
is the old, old story of trying to recover, 
but in the attempt losing. 

The solution to this great problem is in 
the hands of our bankers. If they will co- 


interrogated regarding their promotions. 
This suggestion will break up sales nine 
times out of ten, for high-pressure salesmen 
invariably avoid being questioned too closely 
by bankers who know investments. He 
knows that when the banker turns the spot- 
light of investigation upon any crooked deal 
it will be found to be nothing but tinkling 
brass. 

I believe our bankers should adopt this 
investment slogan: “Investigate before you 
invest. Consult your banker first,” and so 
indelibly impress it on the minds of their 
depositors that they will be guided by their 
banker’s advice in making investments. 

The best service a bank can render a 
novice investor is to keep him from making 
poor investments by helping him to make 
good ones. 
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come is protected by the substantial net 
earnings of an organization with $300,- 
000,000 in assets—an organization which 
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that the production and distribution of goods 
in this country in that year was sufficient to 
provide for the normal purchases of the 
year, and also to provide for $5,000,000,000 
worth of goods that under former conditions 
would probably not have been produced and 
marketed until 1926. In other words, 1925 
has borrowed $5,000,000,000 worth of busi- 
ness from 1926, and—assuming that it is 
already 30 per cent paid for—is going to 
absorb probably $3,500,000,000, or 5 per 
cent of the national income of 1926 to pay 
for it. If this performance can be repeated 
in 1926, all will be well, but it manifestly 
makes the whole situation less sound. In 
the stock market, the existence of a so- 
called “short interest” is regarded as a pro- 
tection to the market, because the short sell- 
ers will buy stocks to complete their trades, 
at a time when there may be few other 
buyers. This instalment selling is the op- 
posite of that practice. The manufacturers 
and merchants of the country, instead of 
knowing that there is either a shortage of 
goods, or nothing more than a current con- 
sumption of goods, know that people have 
bought in 1925 all that they could afford 
to pay for, and nearly $5,000,000,000 more. 


Little Change in Charge 
Accounts 


HE suggestion that instalment selling 
has taken the place to a large extent 
of the ordinary charge account would be im- 
portant if true, but the limited statistics thus 
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far available do not seem to bear out the 
claim. The only ones that I have been able 
to find on this subject are those compiled 
by the Federal Reserve Bank of Boston, 
covering the business of Boston department 
stores. These figures show that instalment 
accounts outstanding in November last 
were 110 per cent above those of the pre- 
ceding year, but that there was little change 
in the amount of the regular charge ac- 
counts. These figures, which I admit are 
too small to base a conclusion upon, indi- 
cate that instalment sales have not taken 
the place of either cash sales or charge 
accounts, but are in addition to both, thus 
bearing out the claim that they represent 
an advance purchase of goods that would not 
ordinarily have been bought until the fol- 
lowing year. 

It is also urged that experience has dem- 
onstrated that losses on sales of this kind 
are not appreciably, if at all, in excess of 
losses on ordinary charge accounts. This is 
probably true, but it is not of great signifi- 
cance, because this great increase in instal- 
ment selling has occurred during years of 
general employment and high wages. What 
will happen if we should run into a period 
of general unemployment or wage reduction 
is still to be seen. The extension of credit 
always looks good in good times. Mr. 
Walter Bagehot summarized the thing years 
ago in the statement—“Capital is particu- 
larly large and craving; it seeks for some- 
one to devour it, and there is ‘plethora’; 
it finds someone, and there is ‘speculation’; 
it is devoured, and there is ‘panic.’” 

There is one argument used on the other 
side that I am equally unable to subscribe 
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to. That is the argument that instalment 
buying has reduced savings. The figures 
compiled by the Savings Bank Division of 
the American Bankers Association, which 
are the most complete and authoritative that 
I know of, show a very regular curve in 
the total of savings and other time deposits 
in all banks for the last twenty-five years, 
with a slight flattening of the curve at 
the time when savings were being diverted 
to the purchase of Liberty Bonds, and in 
the bad year of 1921. The increase was 
1947 millions in 1920, 712 in 1921, 2237 in 
1922, 1306 in 1923, and 2260 (estimated) in 
1924. It should be noted, however, that 
these are for years ending June 30th, so 
that the last figure is for a period that 
ended seven months ago. It is evident that 
if instalment buying has an effect on savings, 
that effect would be shown, not in the period 
of buying, but in the subsequent period of 
paying. It is within the last year that the 
great increase in such selling has taken 
place, and it therefore seems to me to be 
fair to say that instalment selling has not 
yet had a bad reaction on the accumulation 
of savings, but that it remains to be seen 
whether it will have such an effect. 


Watch for the Re-purchase 
Clause 


HERE is another point which both 

bankers and wholesalers should keep in 
mind. I understand that the literature and 
representations of the “finance corporations” 
are generally of a character to leave the 
impression upon the retailer that he has 
“sold” to the corporation the notes of his 
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As a matter of fact, it is a 
“sale” in little more than name, because 
there is always a “guarantee” or “re- 
purchase agreement” or some other form of 
contingent liability left upon him. It is 
extremely likely that small retailers, care- 
less or inexpert in making up credit state- 
ments, will overlook this contingent and ap- 
parently remote liability, and that their 
statements may therefore fail to reflect 
their condition with absolute accuracy. 
Now what specific principles can we 
evolve from this discussion? In the first 
place, I think it may be said that the prac- 
tice is easily defensible when applied to 
houses and house furnishings, farm imple- 
ments, automobiles, sewing machines, pianos, 
and other things which (a) add to the 
earning power of the purchaser, or to his 


customers. 
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permanent or semi-permanent assets; (b) 
are or may be necessary or very useful; and 
(c) involve a larger amount of money than 
the average person of small means is able 
to lay out at one time. I do not think it 
can be successfully defended as to luxuries, 
using that word in the sense of “things 
which please the senses and are costly, or 
difficult to obtain,” or things which either 
cost litthe when new, or have little or no 
resale value, and are practically consumed 
at or before the date of final payment. In 
the second place, the instalment seller should 
satisfy himself that the buyer is buying 
something that he really needs, which is 
going to be useful to him—using the word 
“useful” in the widest sense—and which 
it is within his means to pay for, and that 
he is not already overloaded with other 
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contracts of the same character. In the 
third place, the period of credit should be 
reduced to the smallest period in which it 
is reasonably possible for the buyer to pay. 

Under the pressure of the American pas 
sion for volume, it is difficult for a merchant 
to observe these principles. He generally 
feels that he must meet his competitor's 
terms. One department store in Philade! 
phia says, “We are conservative on instal 
ment selling. We do not approve the 
extension of it to new lines.” Another “sees 
little menace in it, but is not adding new 
lines at present.” Another “does not an 
ticipate extension of lines. Goods that lose 
value quickly should not be so sold.” Still 
another “thinks that the policy is unsatis- 
factory and hazardous. A poor policy for 
the customer to spend his money before he 
earns and saves it. Still, the present com- 
petition is so keen that no large trader 
can afford not to grant a reasonable amount 
of sales on this plan,’ while another says, 
“anything in the store may be purchased on 
this plan, up to the limit of the credit 
opened.” In one store such sales are cor 
nected with a household budget. It is held 
that not more than 10 per cent of the cus 
tomer’s salary should be pledged for in 
stalment payments, credit is carefully 
watched, and purchasers are encouraged to 
budget their spending. 

In its present extensive development in 
stalment selling is practically a new thing. 
It is born of the seller’s passion for volun: 
and the buyer’s passion for indulgence. I! 
ought not to be acclaimed as a valuable 
discovery in merchandising, or denounced 
as an unmixed evil. It is a thing to be 
analyzed, watched, and studied. It should 
be remembered that its final test may not 
come for some years. My feeling is that 
in the meantime it had better be regarded 
as a novelty, having undeniable elements of 
danger, and therefore to be indulged in 
sparingly and cautiously. 


The Field 


(Continued from page 621) 


when a seller of goods offers to his bank 
for discount trade acceptances bearing the 
names of his customers, the bank is com- 
paratively little concerned about the widely 
scattered acceptors, concerning whom _ in 
most cases it knows but little, and bases 
its action almost entirely on the credit stand- 
ing of its client who is offering the paper 
for discount. In the minds of the bankers 
the trade acceptance very largely constitutes 
still a purely personal credit instrument and 
few bankers will extend credit more freely 
on trade acceptances where the client’s liabil- 
ity is contingent but is supported by an 
additional name, than they will on the client’s 
single-name paper where his liability, al- 
though unsupported, is direct and immediate. 
This attitude of the banker rests on ground 
more solid than mere prejudice or tradi- 
tional conservatism. The customer’s “line of 
credit” is usually worked out on a basis of 
one dollar in credit to two dollars in liquid 
assets. “Accounts receivable” constitute the 
larger proportion of the liquid assets and 
obviously represent a stronger assurance to 
the banker on a one-to-two basis than they 
do on a one-to-one basis, the latter of which 
would be the basis if each account receivable 
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were embodied in a trade acceptance and 
were independently offered for discount. 

Only in exceptional cases also can the 
client concerned go beyond his own bank 
in offering trade acceptances for sale or dis- 
count. As already indicated, without the 
indorsement of a member bank the trade 
acceptance cannot be disposed of to a Re- 
serve Bank unless a satisfactory statement 
of financial condition has been filed with the 
bank “by one or more of the parties thereto.” 
Its credit basis is so largely personal that 
something must be known about the names 
appearing on it before it is freely acceptable. 
This restricts the possibility of free move- 
ment in an open market. 


The Acceptance Market 


S acceptances, on the other 
hand, enjoy not simply a local market 
but to some extent a world market. Of 
course, a banker’s acceptance itself is no 
better than the names that appear on it and 
uot every banker’s acceptance commands a 
world market. The tendency here is toward 
concentration. Thus in reviewing the prog- 
ress of bankers’ acceptances in 1925 the 
Acceptance Bulletin says: 

“Concentration of the business of accept- 
ing has been especially noted during the year 
as a constantly increasing percentage of the 
total amount has come from less than 100 
banks. This tendency toward concentration 
is bringing the business of accepting into 
the largest and best known banks, bankers 
and foreign banking corporations, resulting 
in a supply of bills, the acceptors of which 
are known internationally, and which always 
command the prime market rate.” 

Hence while it is true that bankers’ ac- 
ceptances are not all on a par, the market 
cannot help recognizing that the banker’s 
acceptance constitutes an embodiment of 
credit that has been impartially extended 
by an originally disinterested third party to 
a transaction, which third party, of estab- 
lished standing himself, supervised the trans- 
action with sufficient thoroughness to stamp 
it with his approval and with his guarantee. 
Under these conditions the market need not 
concern itself with the personal standing of 
innumerable buyers and sellers. It has to 
gauge simply the reliability of the relatively 
few acceptance specialists. The virtue of 
the banker’s acceptance is thus that from 
the outset it depends but little upon purely 
personal credit. To be raised to a similar 
plane the trade acceptance, the promissory 
note and similar instruments resting pri- 
marily on a personal basis, require the in 
dorsement or the guarantee of a bank, ac- 
ceptance house or otherwise recognized credit 
specialist. 

In current practice, therefore, trade ac- 
ceptances and bankers’ acceptances are not 
nearly so closely akin as their names suggest. 
Practice recognizes that fundamentally they 
apply to essentially different conditions. 
Where the seller and the buyer of goods 
are operating in the same market—where 
the seller, in other words, is fully informed 
not only about the standing and reliability 
of the buyer, but also about the possibilities 
of profitable utilization in the buyer’s mar- 
ket of the goods that he wants—the seller 
may assume the responsibility of extending 
credit to the buyer, and he may successfully 
turn to his own banker for relief. But even 
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under such conditions the relief that the 
banker can extend is necessarily limited by 
comparatively narrow local credit resources. 
Whatever be the instrument that grows out 
of such process the fact remains that the 
seller is the real arbiter of the credit. As 
the seller is an interested party (most credit 
abuses find their origin in competitive sell- 
ing) and as he is not likely to be widely 
known, he can seek relief only within the 
area where his name is good and only to 
the extent that local banking judgment will 
support him. 


Distance Lends Difficulty 
Not Enchantment 


F, however, the seller is in one market 

while the buyer is in another market 
distantly removed, the extension of credit 
by the seller becomes more precarious. It 
becomes more precarious because the seller 
can only with growing difficulty gauge the 
credit standing of the buyer as the distance 
between them increases, and because it be- 
comes practically impossible for the seller 
to keep himself accurately informed about 
the market conditions for his product in all! 
the widely scattered places where prospective 
buyers are likely to arise. If under such 
complex conditions the seller still undertakes 
the responsibility of extending credit, he 
can turn to his banker on no better basis 
than before. The local banks, knowing 
nothing about the buyers, can come to the 
seller’s relief only on the basis of their 
judgment of him, and within the possibilities 
of their own resources. If, however, the 
seller does not assume the responsibility of 
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extending the credit, but asks the buyer to 
arrange the extension, or at least the guar- 
antee of the credit, by some qualified and 
recognized person or agency in the buyer’s 
own market, then the seller’s position is 
quite different. The buyer, obtaining credit 
in his own market, may send cash, thus re- 
lieving the seller of any further responsi- 
bility; but if instead of cash the seller gets 
a credit instrument guaranteed by a widely 
recognized credit specialist, he can dispose 
of such an instrument to his own bankers 
or to any one else in a broad and open 
market. And here it is important to notice 
that the development of an open market of 
any kind, whether for commodities, for in- 
vestment securities or for commercial paper, 
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depends more fundamentally upon the crea- 
tion of the right kind of goods to be handled 
in the market than upon the erection of the 
machinery for the purpose of handling. 
From this it follows that the unsupported 
trade acceptance, which represents the ex- 
tension of credit by the seller to the buyer, 
is by nature adapted only to relatively simple 
economic conditions where markets are nar- 
row and where buyers and sellers are fully 
informed about each other and about the 
possibilities of the products which enter into 
the dealings between them. But as produc- 
tion is organized on a larger and larger scale, 
as marketing spreads over continuously ex- 
panding areas, the seller can less and less 
afford to assume the responsibility for ex- 
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tending credit. He must in last analysis 
depend upon credit specialists and experts. 
This implies the development of a related 
credit procedure, the outcome of which must 
be an instrument like the banker’s acceptance 
rather than an instrument like the unsup 
ported trade acceptance. 


American Experience 


MERICAN experience throws light on 
this problem. It is generally stated 
that down to the Civil War the commercial 
time-draft now known as the trade accept- 
ance, was extensively employed. It is also 
usually explained that after the Civil War, 
owing to the uncertainty in connection with 
the currency, manufacturers and jobbers 
wished to get away from the hazard of 
long-time credits and hence began to offe: 
generous discounts for cash, preferring to 
carry on open account those who could no: 
for any reason avail themselves of the dis 
counts. The facts are of course as stated 
but it is believed that the explanation misses 
the real point. 

The development of American credit pro 
cedure rested on economic factors mucl: 
more fundamental than matters connected 
with the currency. Before the Civil War 
production and marketing were on a small 
scale, local basis. The factory system had 
grown in only a small way, transportation 
and communication were narrowly restricted, 
and most goods had of necessity to be sold 
and consumed close to their original source. 
Under these conditions the seller could af- 
ford to extend credit to the buyer and could 
turn to his local banker for relief. Seller, 
buyer and banker would all be apt to know 
about each other and would all be equally 
familiar with conditions prevailing in the 
market. Hence, during this period the 
promissory note or the commercial time- 
draft represented credit instruments in en- 
tire harmony with the basic economic situa- 
tion. 

After the Civil War, however, we entered 
into a period of rapid industrial expansion. 
Machine industry and large scale production 
received a great impetus, the transcontinen- 
tal railroads were built and goods were 
shipped over wider areas. Wells’ ‘Recent 
Economic Changes” gives one an idea of 
how revolutionary the readjustments were 
during the several decades following the 
war. The changing economic conditions, 
involving territorial specialization or divi- 
sion of labor, with quantity production and 
wide marketing, necessitated a readjustment 
of credit procedure. Manufacturers and 
jobbers found themselves selling to buyers 
whom they did not know and in markets 
about the conditions in which they were only 
vaguely informed. Under such circum- 
stances the extension of credit by them 
entailed grave risk, and if they assumed 
the risk they could turn to their bankers 
for relief only on the basis of their own 
personal credit-standing with such bankers. 
Hence the necessity that confronted them 
was two-fold, first, that of evading, if pos- 
sible, the responsibility for extending credit, 
and secondly, where the stress of competi- 
tion forced them into such credit extension, 
to obtain as economically and completely as 
possible information about those to whom 
goods were to be sold and about the markets 
where buyers operated. 
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HE cash discount system and the com- 

mercial credit agency were the instru- 
mentalities developed to meet this two-fold 
need. Under the cash discount system the 
huyer does not ask the seller to extend credit 
, him, but arranges with his own bankers 
or the necessary funds, pays cash and takes 

discount amounting to an interest rate of 
rom 10 to 50 per cent per annum. The 
ller can quote such generous terms because 
e gets his money and avoids all risk. The 
ommercial credit agencies like Dun’s and 
lsradstreet’s found their opportunities, on 
the other hand, in the business man’s need 
for adequate and reliable information where 
the extension of credit was unavoidable. 
Through their rating systems, special re- 
ports, letters on business conditions, etc., the 
husiness man was supplied with needed in- 
formation for which he was only too glad 
to pay. He paid because he wished to avoid, 
| far as possible, losses arising from un 
wisely extended credit. With growing com- 
plexity in business even more extensive 
study of credit conditions became necessary 
ind the larger firms had to build up ex- 
pensive credit departments of their own; 
ind, in the interest of mutual instruction 
ind exchange of information, representa- 
tives of these departments eventually banded 
themselves together in a national association. 
It thus appears that the development of the 
cash discount system, of commercial credit 
iwencies and separate credit departments 
owe their origin to the fundamental eco- 
nomic changes that characterized the period 
after the Civil War. 

It is hard to believe that currency condi- 
tions had much to do with this development. 
While during the war the currency was 
subject to extreme fluctuation, after the war 
it was relatively steady and on the average 
constantly improved, rising to par, where it 
thereafter remained, in December, 1878. 
3ut even allowing for the unsettling effect 
of the greenback and silver agitation, the 
actual currency situation after the war was 
less upset than it had been under “wildcat” 
state banking issues for twenty-five years 
before the war. The explanation of the 
change in credit procedure must therefore 
be sought in something more fundamental. 


Foreign Trade 


N foreign trade, conditions are manifestly 

opposed to personal extension of credit 
by the seller. Hence in this field a system 
of bankers’ acceptances is relied upon, or, 
if an individual time draft is used, the docu- 
ments are attached and the goods cover the 
credit involved. The cases where the ex- 
porter assumes the full responsibility for 
carrying the foreign customer without the 
intervention and guarantee of a banker or 
acceptance house cover only a fraction of 
the entire volume of foreign trade. In do- 
mestic trade the cash discount system rather 
than that of bankers’ acceptances has grown 
up because, notwithstanding our so-called 
“national banking system,” before the enact- 
ment of the Federal Reserve Law our bank- 
ing was local and provincial and no provi- 
sion was made for an acceptance system. 
In foreign trade we relied mostly upon the 
London banks for the needed service. 

There may be added in closing a brief 
word as to the practical conclusion to be 
drawn from this discussion. The evils of 
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the “open account” system have been suffi- 
ciently heralded to require no repetition in 
this place. But it must be recognized that 
the basic cause of these evils is the assump- 
tion by the seller of the responsibility of 
extending credit to buyers under conditions 
which make such assumption of responsibil- 
ity dangerous. To stamp out these evils 
requires a readjustment of credit procedure 
adapted to the fundamental economic situa- 
tion. The extension of credit under modern 
division of labor, which implies localized 
production, but large-scale marketing, must 
develop more and more as a specialized 
function. It must be taken out of the hands 
of sellers of goods and put into the hands 
of credit experts. Such experts need not 
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necessarily be bankers. They may be in- 
dividuals or specialized corporations. It is 
patent, however, that the development of 
an instrument which is based on exactly the 
same theory of credit extension and control 
that underlies the open account system itself 
can never be a final remedy for the evils 
of that system. These evils grow out of 
the basic procedure rather than out of the 
mechanism through which a principle of 
procedure is actually put into practice. In 
other words, the unsupported trade accept- 
ance is not adapted to conditions in the 
United States. These conditions point di- 
rectly toward the banker’s acceptance or to- 
ward an instrument embodying the same 
theory of credit procedure. 


— 
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Volume XVII of the Ameri- 
can Bankers Association 
Journal is ready for dis- 
tribution. 

It consists of the issues of 
a full year—July, 1924, to 
June, 1925, inclusive, bound 
in book covers and lettered 
in gold. 

This is a book of reference 
which ought to be in every 
bank, and in the private li- 
brary of every banker, for 
with an extensive index in- 
cluding cross references it 
makes available a great fund 
of practical information. 

This treasury of banking 
information, business fact and 
banker opinion has a wide 
range of practical utility for 
it covers the whole range of 
banking. 

Sent postpaid in the United States for $4.00. 
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Supervising Trusts 
(Continued from page 626) 


Quick action can be obtained if neces- 
sary by personal canvass of the committee 
members. 


Changing Committee 
Unsatisfactory 


FIND that trust investment committees, 

which correspond to our central com- 
mittee, are constituted in various ways 
throughout the country, one which I recently 
saw being composed of six senior officers 
and thirteen directors. We, ourselves, have 
found that too large a central committee 
is unwieldy and a changing committee is 
not satisfactory. We have four senior of- 
ficers and one director as a permanent com- 
mittee and a permanent secretary who keeps 
very complete minutes. Each other direc- 
tor of the company takes his turn for a 
month as a member of the central com- 
mittee. After running the gauntlet of these 
committees, the trust investments are then 
submitted for final approval by our execu- 
tive committee, and I must add, very oc- 
casional disapproval, as our trust investment 
committee is naturally careful not to recom- 
mend anything which it feels will not be 
approved by our executive committee which 
meets twice a week. 

The organization of these several com- 
mittees may seem somewhat cumbersome 
but we have found in practice that the ma- 
chinery works very well and we believe it 
is the minimum which we can safely use 
in making and reviewing trust investments. 
It is dangerous to have such investments 
made by any one man without proper safe- 
guards and it is difficult to have too much 
machinery and at the same time function 
promptly. 

In addition to all the foregoing, we have 
a special committee for each group of se- 
curities, such as rails, public utilities, in- 
dustrials, foreign government bonds, state 
and municipal bonds, United States gov- 
ernment, Federal Land Bank, Joint Stock 
Land Bank bonds and a sub-committee also 
for stocks of banks, insurance and surety 
companies. On each of those committees is 
the head of the corresponding division of 
the statistical department and each sub-com- 
mittee has one of our senior officers as 
chairman. 


Yearly Review of Securities 


HE function of these sub-committees 

is to review their particular group of 
securities at least twice a year and make 
written reports to the central committee, 
once each month. In this additional way 
during the year all the securities held in 
our trust accounts, and especially those 
which we ourselves control as trustee, are 
reviewed. 

There is also a real estate committee 
which passes upon all bond and mortgage 
investments and their recommendations in 
turn are submitted for approval by the cen- 
tral committee. All matters of policy re- 
lating to trust investments are also passed 
upon by the central committee and execu- 
tive committee and finally all new invest- 
ments are approved, and very occasionally 


disapproved by our executive committee, 
without whose approval no trust invest- 
ments are made. 

We publish semi-weekly for the use of 
the entire office a financial bulletin which 
contains the details of bonds called for pay 
ment, declaration of dividends, exchange of 
temporary for permanent securities, forma 
tion of protective committees, operation 
sinking funds, and other pertinent develop 
ments. This bulletin is carefully checked 
twice a week as to all trust investments and 
anything which requires investigation is at 
once referred to our statistical department 
for analysis and recommendation to our 
general sub-committee. 

The following is quoted from our office 
rules and regulations: 

“Under no circumstances shall the policy 
which is as old as the bank itself be ck 
viated from: namely, securities in which we 
are interested shall not be sold to our trust 
funds but must be purchased in the open 
market and under no circumstances shall 
any commission be charged.” 

In other words, we believe in the prin 
ciple that a trustee shall not deal with 
itself, himself or herself and should not 
make a personal profit in the purchase or 
sale of trust investments at the expense oi 
the trust estate. 

No problem which banks and trust com- 
panies have is greater than the making and 
supervising of trust investments. Care 
lessly administered, it is likely to prove a 
serious liability—carefully administered it 
can be made a great asset, not only in re 
sultant fees but also in the way of good 
will and the new business which will flow 
to the companies which are faithful to their 
trust. 


Branch Banking 


(Continued from page 602) 


by branch banking. Bankers do not create 
demands for credit. Their extensions of 
that business vehicle merely reflect a demand 
for it aroused by the wants of the business 
world. Branch banking and unit banking 
for that matter, cannot satisfy any more 
demands for credit than banking customers 
can create. 


Branch Banking and the 
Deflationary Period 


HERE is also a very big hole in the 

argument of some of the probranch 
banks of California that to her system of 
branch banking is due California’s seeming 
immunity from the ill effects of the defla- 
tionary period as compared with other states. 
In our opinion other reasons are responsible. 
California wealth is principally obtained 
from her extraordinary agricultural and 
petroleum production and the migration of 
wealth brought to her borders by people 
who come there to live because of her cli- 
mate. Compared with other states an excep- 
tionally large proportion of her agricultural 
production is exported to other states and 
lands. In the production of those commodities 
California is fortunate enough to have what 
approaches a near-monopoly. From their 
distribution through the highest existing 
type of agricultural cooperative associations 
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and nation-wide advertising, California re- 
ceived an enormous income while a heart- 
breaking deflation of agricultural values 
existed in other states. It has been esti- 
mated that out of 100 agricultural products 
produced in the United States during the 
period of deflation only ten were sold at a 
profit and those ten were produced in Cali- 
fornia only. On top of all that the dis- 
covery of some four or five major oil pools 
during the depression made California the 
dominant factor in the production of that 
form of liquid gold and enhanced the state’s 
economic well being already superior to its 
fellows because of its extraordinarily fa- 
vorable agricultural situation. California 
was verily an oasis of prosperity in a desert 
of business depression world-wide in extent. 
That condition in turn was augmented by 
the addition of the wealth of those who came 
to California for the purpose of escaping 
from the atmosphere of gloom, for the pur- 
pose of living and doing business where 
business was good. In such an atmosphere 
of prosperity did California’s system of 
intercommunity branch banking arise. Not 
gradually as the result of economic demand 
but almost overnight at the behest of men 
who saw a golden opportunity. 


The Easy Merger Act 


Rem ease with which our California 
branch banking systems have risen al- 
most overnight has been due to a but little 
understood provision of the California Bank 
Act of comparatively recent origin and of 
remarkable ease of execution—the Merger 
Act, passed I think, in 1921. By means of 
that section a branch banking system with 
more or less state-wide ambitions is able 
to absorb into itself other banking organ- 
izations anywhere in the state and that with- 
out necessarily the expenditure of a penny 
of new money on its part. A responsible 
officer of one of our largest branch banks 
has stated that all but one or two of the 
unit banks his organization had absorbed 
were acquired in that way. It is merely 
a bookkeeping transaction, the exchange of 
one piece of paper for another with success 
in accomplishing the exchange seemingly 
dependent upon the persuasive ability of 
the engineers of the merger. Branch bank- 
ing in California, therefore, does not neces- 
sarily mean the addition of more capital to 
the banking structure. In Canada where 
branch bank mergers have been rampant 
the decline of total invested banking capital 
is actual and relatively greater, when com- 
pared with the growth of resources. The 
Merger Act and the law permitting a di- 
minishing capital in relation to increased 
deposit liability will permit the expansion 
of branch banking in California to go on 
for an almost indefinite period without the 
raising of additional funds through the sale 
of capital stock. The law governing the 
relationship of capital and surplus to deposit 
liability which has been of such aid and 
convenience in branch bank expansion, has 
been on the statute books for some little 
time. The even more convenient merger act 
has not been there so long but since its 
enactment in its present form it is worthy 
of some significance that the gentlemen who 
had the principle part in its drafting and 
subsequent enactment are the heads of some 
of our leading intercommunity branch banks 
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and that their principal expansive activities 
began very shortly after that child of their 
handiwork, the Merger Act, became a law. 


Absorption of Weak Banks 


T is true that the California branch banks 

have taken over as branches a limited 
number of banks which were in difficulties 
largely through mismanagement and to a 
lesser extent through the deflation of values 
from which California has not been entirely 
immune. Their ability to do so has been 
heralded widely as one of the strongest ar- 
guments in favor of intercommunity branch 
banking. Superficially viewed, the avoid- 
ance of a lack of public confidence in the 
soundness of the banking structure as occurs 
when a bank is obliged to close may tem- 
porarily be to public advantage. But if it is 
absorbed before suspension by a_ branch 
banking system, is it ultimately? I think 
not. Passing by the question of undue con- 
centration on the part of branch banking, 
if the improper assets and faulty manage- 
ment which occasioned the disturbance are 
more or less completely eliminated, there is 
some basis for the merger if other disad- 


vantages are for the time being overlooked. 
But it does no good to the banking structure 
if a mass of frozen and otherwise improper 
assets are merely absorbed into the totals 
of a larger institution. The closing of a 
poor unit institution eradicates the disease 
very effectively. None of its malignant 
germs enter the blood and dilute the assets 
of another institution which may itself in 
time contract the disease. Mere size is no 
insurance against improper management and 
poor condition, as has been exemplified in 
the great branch banking systems of other 
countries which have long been engaged in 
the practice. Under conditions very similar 
to the collapse of the predominant industry 
of agriculture in North Dakota during the 
recent depression with its effect on its bank- 
ing structure about which so much capital 
has been made by the proponents of branch 
banking, branch banking did not save Aus- 
tralia. In 1893 out of twenty-eight banks 
with 1700 branches thirteen failed in six 
months for nearly $450,000,000. This neces- 
sitated a moratorium for five years and 
longer in some instances. And in Australia 
the ill effects of her banking collapse was 
not so much the loss to depositors as it was 
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the utter shattering of business confidence 
which lasted over a far lengthier period 
than anything we have known in this coun- 
try and which occasioned a financial loss 
to the people of that commonwealth far 
greater than any immediate pecuniary loss 
from bank failure. Nor was the situation 
in the spring wheat section as bad as some 
would like to paint it. “On January 31, 
1924, out of 928 member banks in the Ninth 
Federal Reserve District, the district suffer- 
ing the economic collapse of the small grain 
industry, 668 banks or 72 per cent, were 
without obligation to the Minneapolis Re- 
serve Bank and have not asked for assist- 
ance.” 


New Light on Canada 


ND even by the failures in that once 
sorely afflicted section, there has not 
been caused such a nation-wide corjcern over 
the soundness of the banking structure as 
has existed in Canada because of the failure 
of the Home Bank with its seventy-eight 
branches, the forced absorption of the Mer- 
chants Bank with 400 branches) and the 
merger of a number of others because of 
unsatisfactory condition. These banks were 
broadly based, with risks supposedly diffused 
widely along the lines of insurance, yet they 
failed. They failed for the same reasons 
that all banks fail, mismanagement or ad- 
verse economic conditions, or both. And in 
England, where branch banking is the rule, 
those British branch banks were very large 
when they were amalgamated in 1919 in 
order to prevent panics. Good management 
is not always monopolized by size. 

The proponents of intercommunity branch 
banking have attempted to make some capital 
out of the fact that the smallest branch 
banking system in Canada did not suspend 
during the time of trouble in the Dakotas 
even though it is situated just north of them 
in a territory of similar climate and engaged 
in similar agricultural activity. At that time 
it had twenty-three branches with total de- 
posits of about $2,300,000, or $100,000 for 
each branch if evenly divided. None of its 
branches were very far away from the par- 
ent office. Its extensions of credit were not 
diffuse as its loans were largely made to 
farmers engaged in cereal production. It is 
the only bank in Canada which pays 4 per 
cent on term deposit, all the others by ac- 
knowledged agreement paying but 3. 
The proponents of branch banking ask the 
question, “Why did not this bank fail when 
many unit banks south of the boundary line 
were obliged to suspend?” They would have 
you believe that it was due to branch bank- 
ing, their panacea for all banking ills. The 
answer, however, is given by the manager 
of the Canadian bank in his testimony be- 
fore the Canadian Parliament’s Committee 
on Banking during its discussions prior to 
the recent revision of the Canadian Bank 
Act. He stated in answer to a pertinent 
question that his ability to survive was due 
to the fact that some of his wealthy Amer- 
ican stockholders came to his aid when re- 
quired. That, it is apparent, has nothing 
to do with any virtue in branch banking. 
Other Canadian branch banks which were 
in difficulties—and there have been plenty 
of them—were merged with larger banks 
in order to avoid disaster. It is a note- 
worthy phenomenon that the fact of those 
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mergers being necessary has caused the peo 
ple of Canada to transfer their patronage 
in no small degree from the smaller Cana- 
dian branch banks to the larger, thereby 
augmenting the distress of the smaller banks 
and enhancing the size and power of th: 
larger banks who already control so large 
a part of the Canadian credit structure. 


A Vicious Cycle 


U is a vicious cycle made possible by a 
characteristic attribute of branch banking, 
the absorption of the smaller by the larger 
the temporary correction of superficial! 
disadvantage by a process of merger whicl) 
results in the more basic and permanent 
disadvantage of a constantly narrowing con 
trol of credit such as is Canada’s. For 
example: through mergers and other elimi 
nations the “Big Three” banks of Canada 
in 1922 controlled 58.81 per cent of the bank- 
ing resources of the nation against 39.1] 
per cent ten years before. In 1900 there 
were thirty-six banks in Canada; in 1912, 
twenty-six; in 1922, seventeen; and in 1924, 
at the time of the first hearings on the 
McFadden Bill, fourteen. There are now 
but eleven and the end is possibly not yet 
in sight. Who can say what will be the 
irreducible minimum and how palatable to 
Canadians will be the banking service of 
that minimum with its practically monopo- 
listic position occasioned by the almost in- 
superable difficulties of starting new banks 
in Canada when such a condition of stale- 
mate is reached. Canadian bankers have 
already testified that they would deem the 
starting of a new bank in Canada an in- 
advisable venture. No wonder that sugges- 
tions for the enactment of laws fostering 
the establishment of unit banks have re- 
ceived no little attention in Canada. 

The continued concentration which seems 
to be an inherent disease of branch banking 
has finally aroused the public of some coun- 
tries which have recognized the nature of 
the malady. In England where but five 
banks controlled recently over 87 per cent 
of the banking power, further mergers are 
frowned upon by the Treasury. In Canada, 
mergers must have the sanction of the Fi- 
nance Minister; remonstrance to further 
mergers and concentration has become so 
audible that movements have been set on 
foot to prevent further mergers by law. 
Sweden has endeavored to stop the move- 
ment by requiring that further mergers 
must have the approval of the King. In 
England suggestions of nationalization of 
her banking system are heard. Such are the 
results at this time of the antisocial concen- 
tration of credit control permitted and fos- 
tered by intercommunity branch banking. 


The Leopard Cannot Change 
His Spots 


a is no doubt that branch banking, 
when once given a foothold of any con- 
sequence in this country under legislation 
which tolerates it, even if it does not actually 
foster it, will exhibit the same adverse 
characteristics which are innate in the in- 
stitution. We have never doubted but that 
our California branch banking systems, if 
they are to be successful, would eventually 
have to resemble the variety which has been 
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successful in other lands. The leopard can- 
not change his spots, Though he may be 
a benign and playful leopard kitten, he is 
a leopard and always will be. So those who 
have been skeptical of the accuracy of the 
prophecy of those California branch bankers 
that their branch banking was to be of a 
new and more flawless variety, with the un- 
savory and unpalatable vices of foreign 
branch banking eliminated, have more and 
more come to the conclusion that their 
skepticism was not ill-founded and that the 
pretty picture set before them was not 
painted in enduring colors. It has been 
civen a foothold in California. The same 
narrowing control over the banking power 

already apparent with the result that 
more and more audible is becoming the fear 
that that control will become too narrow 
for public good, the complaint that manage- 
ment is too remote and disinterested for 
local problems and that proper consideration 
in the extension and collection of credit is 
not given to the human element in the 
branch banking world. We do not yet see, 
as in France, the elimination of competitive 
agencies in capital distribution, the crush- 
ing of competition through unfair practices, 
the distribution of credit along selfish lines 
that disregard consideration of public ad- 
vantage. Nor do we yet see, as in Canada 
the results of the concentration of capital 
and influence in and around the location of 
the head office of her branch banking sys- 
tems or the dumping of surplus credits at 
times in the West, not for the purpose of 
developing the West as it is developed on 
this side of the.line, but for the purpose of 
getting the high rates of interest the new 
country afforded. We hear complaints com- 
ing from Canada of a political power ex- 
ercised by its branch banking system that 
throttles attempts to legitimately improve 
the banking laws of that country, and an- 
other power that withers free criticism of 
its banking in a great share of the 
press. We see in practically all branch 
banking countries the gradual closing of the 
door of opportunity to engage in new bank- 
ing enterprises, a condition resulting in 
the stagnation of the industry. When new 
capital ceases to flow into any economic 
enterprise it is not long before that indus- 
try becomes moribund, languishes and dies. 
And now capital is not flowing into branch 
banking in several lands. 


More Social Than Economic 


HERE is a question then before the 

Congress of the United States. It is a 
social question far more than it is an econo- 
mic question. Economic laws take care of 
themselves. Social laws are the products of 
human genius. Shall the United States 
now, by the failure of its government to act, 
foster the system of branch banking at a 
time when that system is falling into in- 
creasingly greater disrepute where it has long 
been in existence or will it stop where it 
It will not do to compromise the ques- 
tion by permitting limited branch banking. 
If given county-wide branch banking, there 
will be no stopping at such artificial lines 
and state-wide branch banking will be the 
result. And very shortly state lines will 
be broken down as is already being intimated 
in California so that nation-wide branch 
banking will be the rule of this great land. 
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There are no arguments in favor of state- 
wide branch banking that do not apply with 
equal force to nation-wide branch banking. 
There are no valid reasons for any artificial 
or political lines when the institution of 
intercommunity branch banking is extant in 
the land. If, therefore, we are to have fos- 
tered under the Federal Reserve System a 
system of state-wide branch banking which 
will in time, unless curbed, destroy that Fed- 
eral agency, then let us be consistent and 
have nation-wide, national branch banking 
under Federal charter under standardized 
legislation, control and administration. But 
if that ultimate should be obtained it is not 
difficult to foresee the rise of a financial 
power in this country compared with which 
any similar power in this or any other 
country heretofore would be like a drop of 
water to the ocean. 


Gigantic Power in a Few 
Hands 


i the total banking power of 
England is about equal to the annual in- 
crease in the banking power of the United 
States, an English banker has stated. The 
total banking power of Canada may be 
swallowed in the banking power of New 
York City alone. What, therefore, would 
be the power over the welfare of this 
country of the few men who would dom- 
inate a national system of branch banking 
in this widespread, immensely rich country 
of ours. it is as unfathomable as the 
adoption of that eventuality is unthinkable. 
Yet it will come in due course unless the 
cancerous tissue of branch banking is re- 
moved as far as it is possible for federal 
authority so to do, for it is a tissue which 
will never be bound by artificial state lines 
any more than the walls of human organs 
interfere with the growth of that dread 
disease. 

The question of intercommunity branch 
banking or unit banking is therefore a fun- 
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damental social question more than an 
economic question. Branch banking means 
the rise of central government in financial 
matters. Unit banking means local self- 
government, one of the foundation stones of 
cur American polity. 
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The Mid-Winter Trust Conference 


Most Practical Ways and Means of Promoting Trust Work Pre- 


sented at Seventh Annual Conference. 
Sought by Philanthropic Institutions. 


Standard Form of Trust 
Various Problems Con- 


sidered. Playlets Depict Services of Corporate Fiduciaries. 


HE ways and means of advancing 

trust services were fully presented 

at the Seventh Annual Mid-Winter 

Trust conference, which was held 
in New York at the Waldorf Astoria Hotel 
on February 17, 18 and 19. The largest 
number yet attending a mid-winter con- 
ference participated and, for the first time, 
the sessions extended over a period of three 
days. 
Planned with the view of producing prac- 
tical benefits, the conference considered sub- 
jects that were of timely interest to trust 
officers. Following the presentation, the 
open-forum method was used so that in- 
quiries might be framed to develop any 
points. A bit of variety was added to the 
conference by the graphic method of dem- 
onstrating trust services. Two playlets, one 
depicting how a trust company lifted the 
burdens of administering an estate from the 
shoulders of a widow, and the other show- 
ing how trust officers protect estates from 
shrinkage, were given. 

On the third day, one session was de- 
voted to the best methods of developing new 
business, while the other was given over 
to a review of insurance trust agreements 
for the purpose of clearing away doubts 
and obstacles that stand in the way of this 
modern method of building ,an estate. 


Its Enlarged Scope 


S an opening note, Edward J. Fox, presi- 
dent of the Easton Trust Company of 
Easton, Pa., and Vice-President of the Trust 
Company Division, who presided, observed 
the enlarged scope of the conference and 
pointed out that whereas it was originally 
only a conference for trust company men, 
it had been broadened to welcome all or- 
ganizations operating in a fiduciary capacity. 
“When Congress passed the act giving 
the national banks the right to exercise trust 
powers,” Mr. Fox said, “there was, in some 
quarters at least, a feeling of jealousy and 
some hostility because of this additional 
power that had been conferred on them. 
We are happy to note that this feeling has 
almost disappeared and that there is now 
a cordial relation, not only between the 
trust companies and the national banks, but 
between the trust companies and all other 
organizations. I think perhaps we may 
paraphrase what Admiral Schley said at the 
battle of Santiago: ‘There is not only glory 
enough for us all but there is business for 
us all and competition is a great thing that 
will spur us all on to greater activity.’ ” 
The encouraging news that the church or- 
ganizations, which have used the corporate 
fiduciaries to act aS custodians of their 
funds, may be expected to turn to them 
more and more in the future to manage 
their investments was brought to the con- 


ference in the opening address by Dr. Al- 
fred Williams Anthony, chairman of the 


committee on financial and fiduciary matters. 


of the Federal Council of the Churches of 
Christ in America. 

He said that philanthropic institutions 
were beginning to realize that the main 
thing for them in a trust fund was the 
income and not the principal. He bespoke 
the need for a standard form of trust, 
which would be big, broad and generous 
enough to serve not simply a community's 
interests but any and all of their objects 
whether in one community or in another. 
The reason that philanthropic institutions 
do not wish to hold the principal, Dr. An- 
thony said, grows out of the realization 
that they are not experts in finance and 
that the principal may be an embarrassment 
for the perpetual care of which they are not 
adequately equipped. 


Radio Broadcast Pays 


A desire to depart from the con- 
ventional way of getting business is 
essential if a trust company is to extend 
its services in a big way, G. Wallace Tib- 
betts, vice-president of the Exchange Trust 
Company of Boston, told the conference. 
He described the program adopted by the 
Boston institution to merchandise its trust 
services, stressing the fact that it had 
adopted a definite plan to appeal to a cer- 
tain group of people. The campaign proved 
that more trust business originated from 
lawyers, real estate men and life insurance 
salesmen than any other three classes, he 
observed. 

Mr. Tibbetts recounted that the Exchange 
Trust had used radio broadcasting during its 
campaign and stated that the results obtained 
figured on the basis of dollars expended, 
had been better than those accruing from 
the newspaper or direct mail campaigns. 
In one radio talk, the suggestion was made 
that the bond department would be glad to 
analyze the holdings of any bond purchaser. 
Thirty direct inquiries followed. The Ex- 
change Trust makes a practice of hooking 
up each piece of literature or newspaper 
advertisement with the one that precedes 
it and has found that this method gets bet- 
ter returns than by making each piece of 
advertising stand by itself. 

The human side of the banking institu- 
tion should ever be kept before the public, 
Mr. Tibbetts concluded, for in sales of its 
merchandise the human element has_ the 
strongest appeal. 


Canadian Trust Development 


N telling how Canada is developing trust 
business, Lt. Col. Irving P. Rexford, 
general manager of the Crown Trust Com- 
pany, of Montreal, related that none of the 
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trust companies was authorized to do a real 
banking business and confined their activy- 
ities to trust functions. Generally speaking 
only trust companies that were incorporated 
fifteen years or more ago are allowed to do 
a savings business. The Canadian trust 
companies have a number of branches as a 
rule and do a large business in first mort- 
gage loans. Many of them operate active 
real estate departments, handling as agent 
almost any class of real estate business. 
While none operates a bond department to 
do underwriting and selling of bonds to 
the public, all trust companies operate in- 
vestment departments where advice as to in- 
vestments may be obtained as a service. 
The fees in Canada are not set by law 
but are usually fixed by mutual arrange- 
ments or by competition. The usual charge 
for handling an estate is approximately 1 
per cent of the capital for estates of mod- 
erate size; for taking it over, adjusting 
and getting it under way, 4 per cent of the 
income; and finally, when the capital is dis- 
tributed, 1 per cent of the capital again. 
For handling trusts the fees are the same. 


Acting as Corporate Receivers 


F a trust company is not of sufficient size 

to justify the establishment of a separate 
department—or at least to delegate the full 
time of one capable man to the work—it 
should not seek to be appointed as a corporate 
receiver. This conclusion was reached by 
Lawrence J. Toomey, trust officer of the 
Union Trust Company, Detroit, in his re- 
marks before the conference. Four ob- 
jections are generally made against trust 
companies accepting this kind of business, 
he said. The average trust company does, 
not feel that it is properly equipped to en- 
gage in liquidation. The fees that can be 
obtained are regarded as entirely inadequate. 
Where trust companies do general banking, 
there is a very real probability of creditors, 
who are also banking customers, making it 
embarrassing for one department or another. 
It is often very difficult to overcome a cer- 
tain prejudice that seems to exist in some 
centers, on the part of a great many at- 
torneys, against having a trust company 
act as a corporate receiver. 

After making a study of the question of 
the desirability or feasibility of trust com- 
panies undertaking this work, Mr. Toomey 
expressed the opinion that they would be 
justified in seeking these appointments in a 
greater number of cases than they would be 
warranted in not trying to obtain them. 
While the fees allowed under the Bank- 
ruptcy Act are quite limited, Mr. Toomey 
suggested that the trust company should 
not overlook the fact that there are many 
more types of receiverships which are prop- 
erly lucrative. Any company contemplating 
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the establishment of a liquidating department 
should expect it to show a slight financial 
loss for the first few years of their opera- 
tion, he stated. 


Margin of Profit Narrowing 


HE margin of profit in banking is nar- 
E. P. Vollertsen, comptroller of 
the National Bank of the Republic, Chicago, 
stated in suggesting that the time has ar- 
rived when classified and detailed knowledge 
concerning bank operations are essential 
to profitable bank operation. While the 
Federal Reserve Board reported an increase 
in the per cent of profits made by its nine 
thousand member banks during the fiscal 
year 1925 over the year 1924, he pointed out 
that this increase was due, in large measure, 
to the taking of profits on advances in se- 
curity values. If this source of profit were 
eliminated, he said, the figures would show 
a decrease in the rate of profit for the past 
year over 1924. 

No bank is too small to make a study of 
its own operations and find out whether 
they are costing more than they should, he 
said. A survey should include consideration 
of the organization; income and expenses ; 
and departmental volumes and costs. It is 
likely, he suggested, that a study of the 
framework of the internal organization will 
show how economies can be made and effi- 
ciency promoted by organizing the work of 
the bank on a functional basis. A scientific 


classification of personnel generally will re-— 


veal that some competent persons are side- 
tracked in unimportant positions while in- 
competent persons are filling important posi- 
tions, he stated. 

An analysis of bank costs reveals that 
contrary to the commonly accepted concept, 
expenses continue to take the same percent- 
age of gross income in spite of the increas- 
ing volume of business. Part of this is due 
to increased salary and wages, Mr. Vollert- 
sen admitted, but part of it may be attrib- 
uted to inefficiency in operation. Banks can 
ascertain whether their costs are out of line 
by comparing their percentages with those 
of comparable institutions, he stated. A bank 
should be split into departments and di- 
visions, the expenses being distributed or 
allocated against these divisions and depart- 
ments in proportion to the amount repre- 
senting the benefit received by each. In 
the same way, bank income should be ana- 
lyzed to see just where its revenues are 
derived. 

“Banks need intensive administration based 
on a scientific analysis of the facts,” Mr. 
Vollertsen concluded. “With the facts in 
hand, the capable bank executive is in a 
position to take whatever action may be 
necessary. Figures showing the narrow- 
ing margin of profit are a clear indication 
that banks as a whole need action.” 

As the result of the scarcity of bonds 
that are legal investments for savings banks 
in New York state, the prices are artificially 
high, H. F. Wilson, Jr., vice-president of 
the Bankers Trust Company, New York, 
told the conference. The enlargement of the 
list to include the bonds of public utilities 
and telephone companies, as is now under 
consideration by the New York state leg- 
islature, will tend to increase the incomes 
that the beneficiaries of trusts receive. 


What Constitutes Will Contests? 


HE question of what constitutes a will 

contest was treated by Orrin R. Judd, 
vice-president, Irving Bank-Columbia Trust 
Company. He referred to the confusion 
existing in the courts growing out of the 
provisions in wills that any beneficiary who 
seeks to contest the instrument is debarred 
from participating in any of its benefits. 
He reported that recent decisions in New 
York and Connecticut indicate that where 
proceedings are brought on apparently rea- 
sonable grounds and in good faith, the con- 
testants need not be debarred from getting 
a share of the estate under the will, even 
though they fail in their proceedings. 

If trust companies will refrain from in- 
vading the domain of the lawyer and will 
justly protect the lawyers in business right- 
fully their own, there is no reason why 
trust business may not be solicited without 
offending the bar, Merrell P. Calloway, vice- 
president of the Guaranty Trust Company 
of New York, stated. 

“The trust companies everywhere, irre- 
spective of any law, should separate the 
purely administrative functions from the 
purely legal functions in handling trust 
business,” he said, “and make it plain to the 
public and the bar that they do not practice 
law and offer no legal services. This is nec- 
essary in order to remove any lingering 
doubt of the purpose and attitude of the 
trust companies. Where this is done, I 
firmly believe that the trust companies can 
solicit trust business as actively and as pub- 
licly as they choose without offending the 
members of the Bar, but on the other hand, 
through service secure their aid in advancing 
the cause of the corporate fiduciary.” 

The ancient precedents for modern wills 
and trusts were interestingly reviewed by C. 
B. Royce, assistant secretary of the Brook- 
lyn Trust Company, Brooklyn. The de- 
velopment from the dim past through the 
ages was tersely outlined and it was shown 
how the present methods of handing down 
property to the succeeding generations and 
the creation of trusts represent the best 
thought of many centuries. 


A. I. B. Planning Trust Course 


TEPHEN I. MILLER, Dean of the 

American Institute of Banking, discussed 
the program of the American Institute of 
Banking for establishing a special trust 
course to train trust men for this sphere 
of banking. 

“The American Institute of Banking has 
now reached that stage,” he said, “when it 
must expand in two directions: first, ver- 
tically, by extending the educational pro- 
gram; second, horizontally, by reaching the 
employees of banks in smaller cities. The 
present standard curriculum in law, econo- 
mics, and banking is but a foundation in a 
great, complex profession. Upon these 
basic subjects must be built a greater special- 
ization in the fields of bank administration, 
credits, investments, savings banks, and 
trusts. 

“The trust course of the Institute, for 
which a text is being prepared, bids fair 
to be one of the most popular of the entire 
curriculum. The subject matter of trusts 
is definite, scientific, and fascinating, and ex- 
pansion in their field of banking has been 
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An Important New Book 


FEDERAL RESERVE 
BANKING PRACTICE 


By H. PARKER WILLIS 


Formerly Secretary of the Federal Reserve Board 


and WILLIAM H. STEINER 


Asst. Prof. of E:onomics, College of City of N. Y. 


This book presents the first thorough and 
detailed discussion of the actual practice 
and procedure of the Reserve Board and the 
Reserve banks. It explains in a careful and 
systematic manner the relations of the sys- 
tem to the financing of the manufacturer, 
the merchant, the reporter and exporter, 
and the farmer. It will prove itself in- 
valuable to every bank and to the financial 
department of every business house. 
$10.00 a copy. 


At booksellers or from the Publishers. 


D. APPLETON & COMPANY 
35 West 32nd Street, New York 


U. S. HEADQUARTERS 
MAUSFR Arms 


Illus. Catalog 25c in stamps 
A. F. STOEGER, /nc. 
224 East 42nd St., New York 


record breaking. Trust officers must have 
unusual human adaption and a_ technical 
knowledge of economics, business adminis- 
tration, investments, and law. It is there- 
fore most opportune to establish a special 
trust course for the American Institute of 
Banking.” 


Seriousness of Trust Accounting 


HE seriousness of trust accounting was 

discussed at length by Frederick Vier- 
ling, vice-president of the Mississippi Val- 
ley Trust Company of St. Louis, who im- 
pressed upon trust men that the detailed 
statements of receipts and disbursements 
of money for an estate or for beneficiaries 
of an estate should be kept in a permanent 
way with enough explanation of the en- 
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r questionable quality, Durabilt Steel 
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price. 
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tion instructions. Erection is speedy 
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with them. 
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It is a pleasure to recommend Durabilt Steel 


Lockers and the service rendered by you on handling our 


requirements. 


(Signed) R. F. YOUNG, 


Vice-President. 


DURABILT STEEL LOCKER CO. 


435 ARNOLD AVE., 


Sales Offices in all Principal Cities 


Locker with mirror and 
drawer. 
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tries to show, even after those who made 
the accounting are no longer on the scene, 
exactly what was meant by the entries. 
Fiduciary accounts, he pointed out, are not 
settled from month to month or year to 
year but run for a life time. The most 
valuable book for legal purposes is the book 
in which the day-to-day transactions are set 
up in permanent form, he pointed out. 
While periodical accounts are rendered to 
the beneficiaries, it should be borne in mind 
that these have only informational value and 
are not final until the trust is closed. 
Trust companies are continually paying 
money and delivering property pursuant to 
the provisions of trusts but, if these pay- 
ments and deliveries are made out of court, 
they have done at the company’s peril. This, 
Mr. Vierling said, shows the necessity for 
keeping a careful system of voucher files. 
Accounts should be kept in such a way that 
the transactions of each trust are shown 
separately so that each estate can have its 
own separate audit and examination without 
involving another. In cases where there are 
joint fiduciaries, it is usually the rule for 
the corporate trustee to keep the funds, the 
securities and the accounts. If assumed, the 
responsibility rests on the trust company. 
The community trust as an agency for 
permitting charitable bequests to fulfill the 
highest social use was advocated by Dr. 
John H. Finley, associate editor of the New 
York Times. It gives the best prospect of 
“individual mortality upon earth,” he said. 
On the third day, an open forum dis- 
cussion was held to consider the best means 
of developing new business, while Judge 
Thomas C. Hennings, vice-president of the 


Mercantile Trust Company of St. Louis, 
presided over a meeting devoted to a review 
of insurance trust agreements for the pur- 
pose of assisting trust officers, attorneys and 
insurance underwriters. 


T the annual banquet, Francis H. Sisson, 

vice-president of the Guaranty Trust 
Company of New York and President of 
the Trust Company Division, said that 1925 
would go down in history as the year in 
which the world “had turned to the right.” 
Recounting the many favorable developments 
of the year—the Dawes plan agreement, the 
return of Great Britain to the gold standard, 
the Locarno pact and the stabilization of 
exchanges—Mr. Sisson asserted that there 
could be no doubt but that the world was 
marching on the high road toward a more 
stable and prosperous era. 

George H. Moses, Senator from New 
Hampshire, pointing to the fact that 59,000 
new laws were proposed in Congress and 
in the several state legislatures during the 
past two years, declared that “The Consti- 
tution now finds its fabric, once so clear 
and simple, threaded with provisions which 
scarcely can rank above the level of mere 
police regulations.” The “craze for statu- 
tory legislation of all human affairs,” he 
deplored and defended the United States 
Senate as the means of preventing the 
“passion of the hour from being translated 
into the power of the future.” 


New Books 


FEDERAL RESERVE BANKING 
PRACTICE. By H. Parker Willis and 


William H. Steiner. 983 pages. D. Ap- 
pleton & Co., New York City. $10. 


This volume is designed to serve as a 
handbook of practice for the banker. It 
brings together the entire body of rulings 
and practice developed by the Federal Re- 
serve Board and the Reserve Banks, to- 
gether with such practice as the Comptroller 
of Currency and other officials have fol- 
lowed on the matters in question. Methods 
of rediscounting, actual processes followed 
in collecting items, limitations upon the ac- 
ceptance privilege, computation of reserves 
and a variety of allied matters receive the 
primary place in the book, and are treated 
in such a way as to help in the actual ad- 
ministration of the individual book.  Inter- 
pretative comment is added by the authors 
from time to time, with generous references 
to the historical background. 

Specific discussion is included of the man- 
ner in which the merchant’s and the manu- 
facturer’s financing is influenced by the 
Federal Reserve System, as well as that of 
the farmer and the farmer’s cooperative 
marketing association. A great deal of at- 
tention is given to agricultural finance, in- 
cluding the Federal Farm Loan system and 
the intermediate credit banks. 


OUROBOROS. By Garet Garrett. E. P. 
Dutton & Co., New York. 101 pages. $1. 
This small book, written to provoke 

thought, seeks to decipher the effect of the 
machine on human civilization. Ouroboros 
was a fabulous snake that swallowed its own 
tail. So the author speculates on what the 
machine age will do to the world. 
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